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TUESDAY, OCTOBER 29, 1991 

U.S. Senate, 
Committee on Labor and Human Resources, 

Washington, DC. 

The committee met, pursuant to notice, at 4:02 p.m., in room SD- 
430, Dirksen Senate Office Building, Senator Claiborne Pell, presid- 
ing. 

Present: Senators Pell, Simon, Wellstone, Kassebaum, Jeffords, 
and Durenberger. 

Opening Statement of Senator Pell 

Senator Pell [presiding]. The Committee on Labor and Human 
Resources will come to order. 

In the absence of Senator Kennedy, I am presiding at his request 
because he is handling the civil rights bill on the floor. 

Last week I outlined my concerrs in regard to the Simon-Duren- 
berger proposal at the executive session, and I would ask that a re- 
vision of the statement I made be included in the hearing record at 
this time. 

[The prepared statement of Senator Pell follows:] 
Prepared Statement of Senator Pell 

At the outset, I want to make very clear just how much the 
members of the subcommittee value the leadership Senator Simon 
has demonstrated so often in education. Personally, we worked 
closely together when he was chairman of the House Postsecondary 
Education Subcommittee, and it was always a good, solid working 
relationship. The same has been true since he came to the Senate. 
His voice in education is an eloquent one; his leadership is strong 
and positive. 

Thus, while we may differ on this issue, everyone must under- 
stand that we do so within the context of years of working togeth- 
er, and that this difference will not alter that situation. 

In theory, the idea of a direct loan proposal is most appealing. 
On the surface, it would greatly simplify a complex and sometimes 
cumbersome student loan program. Also, I find myself in accord 
with the concept of tying repayment to one's income. 

I am afraid, however, that there are serious pitfalls in a direct 
loan program that may not appear on the surface. It is like an ice- 
berg where the danger may lie below the surface. 

(1) 
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First, while scoring under the Budget Enforcement Act indicates 
that a direct loan program would result in savings, we should be 
clear that it will cost money. It would involve an addition of at 
least $12 billion a year to the national debt, and that assumes no 
increases in loan limits. Also, philosophically, shifting responsibil- 
ity for the program to the Federal Government goes against the 
grain of having the private sector assume responsibilities »vherever 
it is possible. „ _ . 

Second, I am very concerned that both the Department of txluca- 
tion and many institutions of higher education do not have the ca- 
pacity to administer a direct loan program. Many institutions have 
already contacted my office to support the current program and 
oppose a direct loan program. Many of them have small financial 
aid offices, often only three to five individuals. Their responsibil- 
ities with respect to the current grant and loan programs are bur- 
densome enough. In the past, they have often had difficulty admin- 
istering the $150 million a year Perkins loan program. It is diffi- 
cult to imagine how they will handle a $12 billion a year program. 

Third, there may well be additional administrative costs that will 
cut heavily into the anticipated savings. For instance, the Depart- 
ment of Education estimates that federal and institutional adminis- 
trative costs will be at least $474 million, and could well reach $1.1 
billion a year. 

Fourth, I am very concerned that the program would be open to 
abuse by unscrupulous schools. Our efforts to safeguard the current 
program are based upon default rates, but those would have little 
meaning in a direct loan program in which repayment was handled 
through the income tax form. This is a very serious situation which 
must be addressed before moving down the direct loan road, and it 
is a complex issue that cannot be taken lightly. 

Fifth, while the idea of an entitlement that would add $bOO to 
the Pell Grant maximum is most appealing, there is nothing that 
would protect the Appropriations process from reducing Pell Grant 
appropriations by that amount and using that money for other edu- 
cation and health programs. That would be most unfortunate, 
indeed. I believ'> it would be better to proceed in the direction set 
in the bill before us, which would have us moving towards a full 
entitlement by Fiscal 1997. 

I believe the proposal put forth by Senator Simon merits serious 
consideration. We may well want to hold additional hearings m 
this area, or perhaps even to formulate a demonstration program 
to test the concepts embodied in the Simon proposal. I do not be- 
lieve, however, that we should proceed to fully implement a pro- 
gram of this nature when there are so many unanswered questions 
and potential problems. That would be a high-stakes gamble in 
which the ability of students to obtain loans to help finance their 
college education would clearly be at stake. 

In brief I would say simply that the Simon-Durenberger proposal 
is something that should be studied, perhaps through additional 
hearings or a demonstration program. I believe in all honesty, 
though, that we should not rush its full implementation unless all 
of the questions and concerns are resolved in a satisfactory 
manner. 
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I would alco point out that two of the proposals in the legislation 
before us have already been incorporated in S. 1150, the Higher 
Education Reauthorization bill that was unanimously reported out 
of our subcommittee last Thursday. These two provisions include 
the Excellence Scholarships, an idea originally advanced by our 
chairman, Senator Kennedy, and the Early Intervention Program 
proposal, advocated by Senator Jeffords. 

I look forward to the testimony we will receive today. 

Senator Simon. 

Opening Statement of Senator Simon 

Senator Simon. Thank you, and I shall be very brief, Mr. Chair- 
man. 

What we have to do in our society is either improve our produc- 
tivity or reduce our quality of life. One of the chief ways to in- 
crease our productivity is to invest in education. And we have been 
slipping. 

The old GI bill, Mr. Secretary, after World War II, if you were to 
index that, it would be up to about $8,100 on the average today. 
That Y/as conceived as a gift to veterans, and it turned out to be a 
tremendous investment in our own prosperity. 

I asked my staff to look at this— I am not going to go into all the 
details of the proposal— but the basic question is do we just tinker 
at the edges, or do we really do something that is needed for this 
Nation. My conclusion is the latter. 

I do not suggest that every little detail is worked out, but we 
don't need to rush into this. We are talking about something that 
is going to be here for some years. The chairman's bill — and there 
is much in it that I applaud, and he has been a superb leader in 
the field of education; I am a private in the field of education, and 
he is a general in the field of education— but we are talking about 
something that is going to be here for some years. It wouldn't hurt 
us to take a couple of months to look carefully at what we are 
doing. 

The proposal that Senator Durenberger and I have doesn't take 
effect until school year 1994-1995, so we have time for a transition. 
It seems to me the logic is so overwhelming on this that we ought 
to be moving in this direction. 

I would like, Mr. Chairman, if I could, to insert a statement from 
the Association of Jesuit Colleges and Universities in behalf of the 
proposal. 

Senator Pell. Without objection. 

[The prepared statement of the Association of Jesuit Colleges and 
Universities follows:] 
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ASSOCIATION OF JESUIT COLLEGES AND UNIVERSITIES 



October 24 p 1991 



The Honorable Paul Simon 
Dirksen Of floe Building - 462 
U.S. Senate 

Washington, D.C. 20510 



Dear Senator Simon: 

The Association of Jesuit Collsges and Univer- 
sities strongly and warmly supports the intro- 
duction of the Income-Dependent Education 
Assistance (IDEA CREDIT) program that you ar^d 
Senator Durenburger recently introduced- As you 

may know, this Association suggested an outline of 

such a program to the House Subcommittee on Post- 
secondary Education in early April - perhaps the 
only Association to have recommended that direc- 
tion for the reauthorization of federal student 
loan programs. 



I. . , »i ... 

I. I I * M\«.ll.-4 SI I \ 
l-.l.t » I Nnli,MI» II 
l.'l.x « I MXIl.ttI I .\ 



Hi. ..t.HI. 



MiiiM.i.«n\\i We agree with your rationale for the program - 

both for the the levels of borrowing and its 
openness to all and look forward to your recom- 

«• Mic.H.t.iMo mendations for sources of f\mds to initiate the 

program. 
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If .there is any assistance we can provide, please 
let u»Nknow. 




' Resources 



PauJr^. Tljgtpn 
President 



cc: Members of the Committee on Labor and Human 



M24 SixTUNT>i Street. N.W. Suite 504 Washington. DC. 200)6 Ta (202)667-3889 Fax (202) 328.8643 
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7h$f m Siar innofAitlvt MfgMtloM btltttf offtrtd for th« NMtliOriMtion of 
•tadMt fiMoolAl tld prograMf and CtMrally tht titiitttloiit «r# all for tbo 
■•■t roASOMi{ tho ii^-»pilMitiM «Dd kllk oostB of eurrtat prograM* Witnt imi hwro 
iotttfiod at liBCtli Ufort botk Houat aad 8«aaU oOMitt«fa» about: 

- ali9liflcatloa of flaaaolal aid asplioatioa fonu; 

- tha bfilaaoa botvaaa graat ifid loan profraaa; 

* tba Iiifh dttaslh rataa in aoaa faaraataad loan profraaa; 

- tha waak adaiaiiitrattva apptratoa for haadliiic atudaat aid profraaa *t 
aoM laatltotioiia« 

In tba loan araaf a tm plan for fadarallj tfoaraataad dlraot lotas to atadoDta 
hf iaatittttioaa baa baao propoaodi aad Coairaaaaan Patrl and Qajdanaoa^ ititb 14 
ooapoaaorOf hava IntroiSaoad m 299t, aa InooM^ooatiaiaiit aqppiaatBtal loaa 
profraa tbat baa aanjr iotaraatlai faaturaa. Tba oaa thing all propoaala hava la 
ooMon ia tba raductioa of ooata to tha fadtral gofamaanti wbatbar it ba tbron^ 
radoolin dafaultai allalaotlni opaolal gllovanoaa or oanoalllaf Lo*Bobool 
aubaldlaa. 

Tba propoaal for aa Inooaa coatlngant loaa progran« baaod on fadaral foada aad 
rapald tbroufb tba Istaraal iavamia Sarvloa, la not aaw. It haa geatrallr baoo 
ooaaldarod to ba too ooatlry at laaat Inltlallri to fund. Mavartbelaaai tbara ara 
aanj poaltWt raaaoM to raooaaaad tbo aatabllahaant of tbla tfpa of loan 
pro|raa» not tba laaat of thaa balag tba orltloiaaa of tba carraat loan profraaa 
aad tbolr ooat to tba taxpajar. (A pablloatloa bf tba 1>«parta«at of Bdaoatloa 
Indieataa tba fadaral ravaasa aad axpandlturaa of gnarantaad lou prograaa froa 
19M to 1990. Oao rtaaarobar Indieataa tbat tba fadaral aubaldr for Stafford 
loaaa aaounta to naarlr 60 oanta on tba dollar. ) Thia Aaaociation wiab«a to briatf 
aoM of tha eritlciaaa to pour attantlon aad iriabta alao to raooaaand aa inooaa** 
contlncant loan profraPi although va vill not aako apaoiflo raoonaondationa on 
tba appropriata atruotara for auoh a prograa. Our aubaiaaioo to tba Bonaa 
SubeoHlttaa on l^ataaoondary Uuoatlon aarllar aaa intandad to ba gtnaral, ao 
that it voold allow rooa for dlaonaaioa oq thia iaaue by Ooograaa* 



If MMt oaa an iaooaa oontinjaat loan prograa do to offact tbt ixwta of 
praaiftt pvograiaT 

a. Tbara ooold not ba dafanlta ia aar aaaniagfol aaoaa. Tbo loaa aoald 
ba ragiatarad to a aoeial aaoaritr nuabar (a waj alao of radueing 
fraud tbroagh falaa aaa^ra and aaltipla loanaj* At laaat tmdar ooa 
propoaal» tha loana would ba ao daaignad that a prograaaifa poybaok 
atthod woold ba aaad; tba "traaaurr** or '*ftind^ for tba loana woald 
not bo daplatadi Tba world of **fadaral goarantaoa", ahathar 80X» W% 
or I09X woald hava dlaappaarad, 

b. Mo apacial allowaaoa would ba aaooaaarj baoauaa tbara would ba no 
istamadlarp batwaoa tba borrovar aad tba laadar. 

0. lo ia-acbool aabaidr vould ba aoodtd baoaaaa raparaant La through 
futura aad proapartiva taplornaat. Tbara woold indaad bt a hiatua 
botwaan grant of tha loaa and atart**up of pajrbaokt but in tine aton 
that pariod woald not roault in loaa of foida btcauM of tba 
continuing pajbaiA bj othar borrowora* 
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2. IhcM iA t a ooai'^tiiiiit low proCMi prafldo «4tqpat« loui ■MiiaUacM 

to sMMto tVM AidAl»-lMM tABUmr 

C mqu i Tbo OiMirMt««d Studtit Umh pragriB wm orlf iMllr 

ftailiM. TUt VM dMBi«d ifftoft dtflcit* iMOMt Mrioait 
th» bwlc«t rMOBOilUtioB of IMl udid IITI Ni4dlft- 
IBOOM StndMt A— iBtaact Act. Am oirrMt rtnthoriiatioa 
prooMi IMS Nf l«oUd tli9 •UUmoU rMMrU of Mny 
coDgrotmB nd Mwtort ttet tvppart for tbo pootMoos- 
lUnr tdtiettioB aMdo of Biddlr^iDOOM faaiiiM itttt be 
roiitorod. This IBi in part* in o^iuitar ImboJ 

To rtipond to thio gvootioD, wt atod to find thm poroont of borrovort of 
f«dml loaoB who havo iacoMS ffroB $40,000 to $70,000, lad the AVfr«f« 
ajMtmt borroMd by thia oadrs by y#ar and b/ dof m . 

S. fill iMi ropofMBU bo Boro oipmiiTO thia those for oarroBt fodortllT 

CBBTBBtOMl lov pVO^MHlT 

Ad appondlx providos dttB on ptybicto by Bootb, your tnd totcl for loans 
of $5,000, $r,000, $10,000| $20,000, $30,000, and $50,000 ovtr 10, IS, 
20, 26, and 30 ytara at OX, $S, IW Md 12S intemt rataa* Tblt praaMta 
a piotura of ropayaoBt sobadnioa for apacific aaounta borrovad at iadi^ 
catad intaraat rata paroaotaiaa. Tba watton tbaa ia ttm typt of repays 
Boot Boat appropriata for atodaat borrovara who baooBt workarr: what 
ahould ba tba BaxianB loan aTailabla, tha tara of tba loan, and tba 
paroantaga rata naadad to aaintalB tba fund? 

Mora PrafltlftAl ftiaatiaPBi 

1* llbat ara tba aliiiHllty eritarU for tba iBooaa o oBttogaat lota paofraBT 
Any oitiiaa or panMaaat raaidant of tba U.O*, ovar II yaara of age and 
lata than 66 yaara of aga, anrollad ia aitbar aa aooradltad oolla^ or 
a voeational/oooupatioaaJ aobool at laaat haif-tiat. 

2* Vhat inforMtioB ia raqjairod froa tha atodiat? 

a. By tba inatittttion: tba naaa and aooial aamirity nu^r of tha 
atudant. 

b. ay aootbar a|OBcy$ Tba ibdlcatad ioatltational inforaatioD, aloaf 
vith laatitutioaal aduoaticii-ralatad axptinaaa If loan application ia 
not to tha iaatitution* 

a. IThat infaaMtiaa la rafiarad froai tha iBBtitatioB? 

a. To tha Padaral Aganey (abatbar tba Traaanry DapartBant or a aoparaU 
tniat fuad afaaoy oatabliabad by atatuta): ita obartar and Boat 
racaat aooraditatioa notioa (and Nbatbar ia tba paat ita aooradi* 
tatioB baa baoa loot or oaapandad); tha aasa, aooial aaonrity Buabar 
and acadaaic aligibility of tbo borronar (titb tba algnataraa of tba 
attidaat and tba author lainf iaatitutional offloial), and tba aaount 
of tha loan. 

b. T6 tba atudant borroaari tba anovat of tba loan, tha taraa of rapay * 
Bant as dafinad by tha fadaral la^'^ing agaaoy tbrou|h daduotiona fros 
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Senator Simon. I would also like to insert a statement by the Na- 
tional Association of College and University Business Officers. And 
I stress the National Association of College and University Busi- 
ness Officers because these are the people who have to deal with 
this. These are not fmancial aid officers who might be willing to 
buy something that is pie-in-the-sky; these are people who have to 
deal with it every day. And let me just read a few sentenc^ here: 

"This program would be more cost-effective and less administra- 
tively burdensome than the current Guaranteed Student Loan de- 
livery and collection system. Bringing the loan program to the 
campus would simplify the loan origination task for the student, 
improve significantly the initial administrative aspects such as the 
disbursement process and related accounting and processing func- 
tions, and strengthen borrower awareness of repayment responsi- 
bilities. It would simplify and improve the receipt and disburse- 
ment of funds' functions.' 

And I have statements from a number of other colleges and uni- 
versities, from 2-year schools to larger schools, in behalf of the pro- 
gram, and I would like to insert those in the record. 

Senator Pell. Without objection. 

[The prepared statement of the National Association of College 
and University Business Officers and additional statements fol- 
lows:] 
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NACUBO 

hOatkmal AMoelMk»n of CoHaga and UnMr»)ey M u^ln — OTfWa 



mwmn or iom wm 
CM muf Of m 

NinCNAL AiaOCUTZCM OT OOUMi iM IMXVIMITI MiMM QffmDi 

X M pUuiiid to kava thft opportnltj to mteit thli ■tatiMt to 
ttM NmU ImbeoMlttMi oa ldtte4tloai Aru mA RoMaitt** oo b«li«U of 
tte Mrtloul AaoocAtlofi of eoUtr^ Md ODlfenlty lutWMi Offic«t« 
(1MOQB0). NACUIO 1« « oa«pxofit li||ytf odiMAtloB wtoolatlan with • 
Mitenllip of 2*100 liwtltvtloM of lUibts •4MtioO| ln61odifi$ 
tvo-TMT and f«iar*7Mri larft nd o**!!. ytikUe nd iadipondMt 
coUtiM ^ oilvmltlM. IttCDIO'o priority foeM io on tbf fintncUl 
oaatjMMait iiid Adsiaiitrttm optittios of ooUhm mid HftivtroitiM. 

I m doMoUt* Vico FrMldMt of IuImmi «nd TiatMt At UqrolA 
iwrnnt lhiT»rtity la Im Am«1m» CiUfocsU. X fl«o ■onro «■ tkt 
i^tfir of tkA ttttdMit-aolotod PtogroM OoHdttoo of IMMt • tolvatoor 
odtiMry ttcop thAt amUam pobile polier Iaaaaa AffAotlai Atadiato 
Md Uo A Mjov IfltATAAt 1& tlw li»tit«tlOAAl AdAiaiAtt At ioo of fodorfll 
AtadAat fiamelAl Aid pro|ciai. Zo Addltliai X vApM^Aat NACOiO oa thA 
mnMC numct Loam Vo»kiai Ofoop tluit iA AMdalai lAAAAA roUtAd to 

tkO |»OtABtill laplMAAtAtlOB of A fodtrdl dlrOOt lOAA ffOfTAa. 

Hmma rAaArko oddxMi tk» McApt of dirtct loAdiag f mi tlwi 
biMlaAAO offieoz'o pAXApooti?*. mm Aod itA aiflbAn ata AvrtAitlp 
AAAAAoina lAriowi roAAtkoriBAtioo profit tka imld Avpport a 
dtpAtttttA f COB tbt cttrroat gOArintAAd AtAdAtt loAa pfogfAaA Aatborlaod 
ttikUr Titlo XV of ttit RiihAr KducAtioa dot («U). but to datt «A hufm 
not ooivlriAd o«r Ml AftAlyiit of tht AadiAirA os Aiaoo-DuMbArfAr 
prqpoAolAi 
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For m»Xf tmw PMUM kti %up^tt^ cflnctpti ttd prafKW#d cImum 
in f.d.r.1 •t4>teBt li-n pn.»ri-i tkat (O -o*ld rttult 1« i^^^l 
proiTMi ptoiiUiJit lo«Mi t© !>• orlgtoAtid <m o-pui. W 

vould proMtif UlUr ttnditdi of fiiWl Ut^grlty 4iul t^wwuUklUty 
for pxogtm idMaUttitloa «id pi n i |P «t « t, In IW, tht ••••ol-tlii. 

opport^ity CO ..m «• to t¥o lUlford, PWi tad iU 

protrw. liAomo tlto rupowUd to ^tloc^i po-od by tlM lo»M 
BocrottfT of Idtuuitlaii C«**>»» •^•"lUrdi for proprloUiy 
•chooU ptttlolHtlai 1» tht Tit It IV pTogrii*. MiCUiO tlCOwnrlH 
tbit B) (Iwilof tipiratt runlttorr ro^t-^tt for thtt iictoi btotd 
OD iibtcint dlff«r«ieoo botiitti tho flwci*! tod mm^mnt 
ptripMtiVti tftd goAU of for-profit toA nonprofit pcitttcoodtry 
Odttcitloul lutiutlooa. 

Vt boUM tbAt Um Goao*pt of dlnet londliK it a fMtibU «d 
vUbU am-rutlvt to tkt oomat dtUvtry tyiti* of gutrttttod ttvdm 
lOMt. It it ov ii^Mtiod, Mwl thia It b«;k«d by tovtrtl roe«t 
MtrtI ttiidiM, tbtt t ftdMtl dlrtct Itodin* pro|r« vovld bt aoro 
coot tffOft:ivt «d Ittt aduinittratiytly bttrdtaiOM tbtn tU otttrtttt 
IttrMtMd ttodist lo«a dtUviry iod collection tyttta. Vt tlta 
bAliOM tbat bvluiU lotn progrtB to tbt cwpu« would titflify tki 
lota orisiaatiM task for tbt tt^dtnt, l^rovi ti^^lficttitly tkt 
lAititl aUlalttrativt upocti «»ch w tkt dUburttiHmt proooM aftd 
rtlattd Miimitiat ttd proeoailjia fmttiott, tad ttrtnttkM borr^r 
atfarttiM of rtpaiMftt toopotaibilititt. tft kaoif tbt soattlu Maid bt 
potitWt baaod oa tbt 4 fl t f w i ttd toctaM of tolltftt tad uaivanity 
yactielHtiaa la tba Parklaa Uta pNtraa. 

CoUi«t« Ml B«ltti«ititt aartaatlf paiticipttlaft ia tbt Tltlt H 
pngrtM MiataU tba approprUtt flaeal tad aocouatiai tfttM to 
ttiport dicaot ItMlai a*di it iia«rai, iMtitatlOM of biib* 
tdacatiM bm tba capibility t« a4al«ittar aad Moaia dUtet laaaa it 
aa^^tdMBO Utb tba ptopoaalt tat imrmtU tklt paar. la aMltita^ mmf 
i/Mtittttiflw baft taotttitfally optratad UatitatioMl baatd a ti iia f 
loaa profrana for mm$ yaast aalai botb iaatitutlos mA ytiftUly 
daaatad fa»la. 
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OiStet ItftAlBf VDttld htiMg (in tmt tmu) tU eoi^QMirta of « 
tt«d«kl*i llMMUl 114 pAoUt* to tU e«r»» tap«diU tiM flov of 
tmtiM u ttJIilbU tMMitt, tad •l^Ufr «4 ivprofi tk* rtMlyt loi 
totu r iM mt Qt tmM NMtlou. Vi firalr Uliwm Utt lastitmtlMl 
•iBlAliiratif^ •ffUiwi^A ttd Uipre¥«d CMttvla o« b« achimd mit 
• Aifftot lua ffotTM «h«A Mflp«c«d vitft tka emiU e«nr«it |w«it«t4 
tt«4«rt lOM procMt vkioli U tun vovld tUo btttwr Mm tb« iM^at 

latibliiteMit of dirtct lom prUAlptl fosM of fo4«ril 
IMM ffM itodMiU kii tbo potMtlal to r*dttc« irtori nA mkmc* 
•ccooBUblUty «bM ea^nrod vitti Uit ctirrMit ooiplw sttttat Um 
4»Ut«t ayitM vbicb IotoItm mU Ipli ptftieip«ti»«tU Oq«rtMt of 
UMtioo» taka Aod |«ArMtM iiMciOi (Md tboir ••nrUtn), itudoBt 
md f&m.t termort, poouicondarr taotitotioMi «d ■■ftoa d i ty 
MricoU— «ad • ayriad of procMilag roqulrwMU thit trioopiro iaoo| 
tiMM oatitil*. Vi bolioti that ilUlMtloa of imra of tki 
procMaiag ittpo vould roavlfc In coat mwiiM$/$ to tlit fodtral 

IOi«. \ 9t our oirporioaco vitli tbo Paikloo Lom ptofrMi, m alto 
bolion tfctt aovoBMt to ffaatar caipM- b iiid lmdiM$ Mid iud to a 
rodoetioft ia ttttdaat loon dafaalU. At a vUIm it #Mld ■tragtbea 
tiM llakaio batwaaa tbo atadant borrovar asd tHo iMtitotioa aad tka 
atadaot*a Widaiatiodlfif of tha ralationaUp of kia or bar atvdaat loia 
to vaaaiTlAii a coUala oduutioo. Hm dlaaaaaiao of oblUatlOB «ad 
Jcap«|MBt» i>f tho rilkta and raapooaibilitiao of botli Ua atadaat iod 
tbf Isititucioo^ taka oo traatar naaaiat lAan tka ladl?idMla Imlfad 
la tlMoo diiouMioaa aro liak ^ vU tba odaeatioMl aaparlaota. 

iltlMX^ dlToet loasa mtf iaaroMO tiM folw of d^iUUatrativa 
dBtiaa on nMmM— or ckaata tlia atfnct«*a ipd rolaa of aalaetod 
offleaa at aoM inatitatiiMNii an ioitial aMaaawvit ladieacoa tlMt tba 
rodaetien la iaafca daalini vitk banka. vdltlii for tto chooka, and ao 

e^lnad witk tka bonafita of gfaatar ooatcol otar tbo antiro 
ymaaa» aoold yUld a favorabla r«a«U for Mat coUafaa and 
nnimaitJM. to caaai vhara anallar littitutioM nl«Ht ba 
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oVMtaHMMA tiy Malai tMpoMlbllltiM Cm a Unat iMa pnttM or 
km aoK^m Asat cMta, m tmld iipwii* tfcit oftlaM b« p«mtt*< 
■Mk M tka dwMlijimt of iMtlutlaMl*ku*d eouonU to akm tk« 
tanlMi «d cMta. 

ia M IlisMi tte ■ivUfleatlM of tba pnoM* a tte 
iMtltatleul iml. e»«-t tolp bat dia. • •toll.r oe-el-il- ttat 
tl» Pi»»tM(it of MmMIm tlM «mM bwaflt few a m^Im U Ua 
m^mt of paiAUlHBt* i> ^ teUfWty •7at«a< V* hot* *k«t tto 
tikao^tUa Mi atkar MMftan of CcMiMa •111 aa«la*iXy aoaalte mi 
amlMta tha aaat aarla^ altvllfiaatlaM of tka 4«llmy 
tkat M ballafa aaaU aeatM tarn tka aatabllahMrt ef a dltaet leaa 
pntxm aa tka priMiyal fa4ual ttadMit Imb ytaccM. 

tewthar kar ,ii|H"" of wv Ma di-act la«> ft^m mt ka tka 
•at^UakMnt of kl^ ftfotMoa. .t.»<u4a tot a*laUt«.tl^ 
,„ ^, .0 uaara fUoal iat««fltr aMo«t«blllt» fa« all 
paRlelpaat.. MOUM fU-lj l»lUw» tk*t any at«Uat fl>«wlal aU 
pioira 1. AlA tkaia li laatltatloiul partlelpatloa aaat 
caqaltawMt tkat aaak to olatalaa tha rlafca Maaei.tad irttk poor 
■t«>atdakU of fadatal tm4; rntk or laprofat ■ ""t— " 

iatattlty. im tkla ta«ard. MCDM iwald b. plwaad ta »»k 
•Itk aia-1 of tka Hbcfl^lttaa cad oth.ra In Ocmv— I* dawloplag 
aad daflatic itaitarda of fl««el»J adalBlattatlw ■»■■•"»« *^ 
latatilty. 



t. alaalai. 1 tkaak tha Midwra of tka labco-lW.. a. Idaektloo. 
iita aad Ikaualtlaa. m bahalt of MCUM a«> -yaalf, for pwrtdlM « 
Witb aa «;p.rta.U, to ^. k.««. oat .«PPott for th. a^iowt of dUaat 
l^dlai. «a bopa that tba» .lU ba futow opport«ltl- to dlaeaaa la 
.raaur 4rtall tha ka, foaclloo. «l t-po-tlblUtlM of tka baaUaaa 
offle. «ltk t«aH*t to adairiat.tlB* Md aaaMlai fadatal •Ui4<«t aid 
profraa oa tha ei^ and to u>lit 1« th. IdiotlflMttoB of ataaa 
thata ooat aiiTlap aaaoafttad with dlract l«ndla« Mt likalT to r».lt. 
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UMVERSfTYOFMmNESOTA 




October 28, 1991 

To; Tht HomMrabIt Dtvltf Durtnbtrgtr 
Untttd Stitti s«nitor 

Frt Chrlitophtr J. Hallinf 

Dlmt^ 6f stud*nt Flnancui Aid 

I hav9 attache i wrltttn ttst^ftony that vi vish to bt Includtd in tN 
coMltttt rtcord durlM tb« Tutsday Octobtr 29. 1991 htarlug on direct 
loan prograis btfort tht Stnatt Labor and Hu«an (Utonrctt ooalttet. 

Nt apprtclats tha opportunity to coMtnt on this m%t irortant 
Itglslatlon. Furttior. m grtatly apprsclatt tht tfTorts that yoy and 
Senator Slion hm mi% In proposing thtsi bold chan:3ts to studtnt 
postsscondary sducatlon flnanct. 

As tht rtauthorlzatlon procttds ovtr tht ntit ftv Months, wt art at your 
disposal to answtr any qutsttons yoo say havt on how propostd languagt in 
tht bill «111 I^MCt tht Unlvtrslty's studtnts or our adilnlstratlon of 
tht 11 tit IV programs. Ht want to bt an actlvt and constructlvt 
participant In tht rtauthorlzatlon and wt apprtclatt tht opportunity you 
havt provldtd us» 

ttchnlcil coIlM* at Crookiton with an inrollilStrS l.SJ:*I «our y..r 
llbtrtl arts (ckol at Morris »itti an anronitnt of 1.9 5- iJ 2*iX!2 
undararwtaatt. iriiuati ami profatilonal proJJi w o!r DuKkh^ 
Cltlts cupulas Nitti .nrellMnts of T^To'^aftTsTllS SIpStlSljT " 

Ht urfla tht Stflata to coASl^r a bold rtvlilM of tii« Tltlt IV fliuMlai 
.fL?r«!!':i-^*,r»* of stiritnti will bt itrvtd ky » 

incrtasas In tnt Poll Grant prooraa. uhiit ttot* eiiBM«< SYTi nS 
taijr for anyont In tlit dtllvar?,mt«7th1i K I SSJS aS tS »n 
s1flnificMtl7ilttr « (tocidi of tm\ifi S rtiJitlSTfRiSl " 

Sr.JU'lSrJ Sl!" '« ^i^'**" »Jr tbt fact tbat m hava a systta 

cratiDiiity and that has lost Its stasa of purpost. Ni btlltva that m 
Idtal systta for flnaaclag tducatlon «M«ld njulra that no studtnt haS 
to dtptnd OA loans <>r w>rk for aort than hairhli orhtr coltof 
atttndmt. To ichU^a that idtal Mill rt^ulra a significant incrtatt In 
tht PtI Grant, of tha proposals now btfor« tha OonSrtss. ball thT 

tirfll "S^t**** """" ***** •"o*"" 'Sc^ww 1" 
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He believe that a thoughtfully constnictfd dlrtct loan prograa such ai 
that propostd by Senator i Durenbtrgtr and Slaon can Mtt theit objectives 
If you provide the oovernient and poitiecondary education Initltutloni 
sufficient tine to 1^>1e«nt the chants, a sliiple systea of 
adnlnlstratlon, and adequate resources to replace those services and 
supplies now provided postsecondary education Institutions by lenders and 
guarantee agencies. 

on the last point. Our experience has been that mt^ cry foul lAen 
postsecondary education Institutions ask pollcy-eiaicers to reoognlie 
legltlMte adalnl strati vt costs. But tht fact rtiiins that today we fact 
extreM fiscal constraints that are oapounded by an overly tomn 
systea of federal Mndates. During reauthorization* this places a 
prealuff not ntceitarily on increasing adilnlstratlve allowances, but 
rather on designing a syste* of delivery that lessens adalnl strati ve 
burden. Finally, lenders and guarantee agtnclts currtntly assist schools 
and thtir studtnts. by providing loan counstling wttrials, prorliiory 
notts and donations of staff tiM. Host of this assistance Is ised to 
Met the loan counseling and ot!)tr requlreaents vhlch we expect ^111 
continue under m successor to the guaranteed loan program. Ne ask 
that these costs be recognized as you design the delivery systea and 
consider the appropriations necessary to operate It. 

Thank you for the opportunity to coaent on this aost laportant 
legislation. 



Sincerely, 



Chrlitophtr y. Minmr 
Olrfctor of Stuttant FfiwicUl Aid 
UnlVfrilty of HlniMMtt, Twin Citlti 
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•MteltawklAM 




Ootob»c 27, 1991 



Senator P«ul liaon 



linati Dlrkion Off lei BLdg , 
VAshlnftton, DC 20910*1302 

Dear Senator Siaon, 

I haw Jttit raTlavad your propoaal cMcamlnf direct landing rhat tha Sanata 
CeMlttee on Labor and Huaan Kaiourcea vlll be consider Ini thla upcoalni vaek. 
I wane CO aspraaa atrong aupport for a direct loan prograa for atudaata 
etcandlflf hlf^t odueeclenat inatltutlona. 

I hare studied the laaua earafolly and think that It praaanu the aoat 
alfnlfleaat ehaxife for the batter to our current eyetea. Dlreet Landiog 
allalnacae the third pertlaa eho have benefitted treMttdovaly at the ssaiMiss 
of our atudenta. Pami itaU atudenta aa voll aa all othara suae poy 
origination feee and Inauranea feaa thee ate at^traeted frea their loan 
ehaoka, nerer being abla to aeeaaa that aoner. In repayiient, however, they 
wat recum ell of the berreved Benaj. Vhder dlreet lending, wore aaelecanca 
will be dellTorad to the acudant. Hov alaple, and t)>a taiperar eavee aonay In 
the proceee, ^ 

The Motional Aaaocletlon of Btaea Unlvereltlee end Land Orent Xnetlcutlona 
have done an analyele that fully explalna hev the new prograa can work for 
ach<^1i. It Ig our belief that all ai^le oea adiilnleeer thla nav progrea 
'.ith greet aaae compared to our eurrant Itafford pregraa. iy ollalnatlng ovar 
1,500 landera and ovar 50 guarantee agonolee, Pevm gteta will be In a poeltlon 
to aaalat Ue gcudanU aa It never hu before. 

Pleaae continue to aupporc thla aoat liyortant Idaa. X lond my aupport 
eo^lataly to that ond. Thank you for the Opportunity to provide theie 



renarka. 




Aaaletant Vice hreeldent 
for gtudent Flnenclal Aid 
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THB UNIV1R$ITY OP CHICAGO 

llpl llllt AVINUI 
CHICAGO • tUINOII «t*»7 

MMtkmiH oatobtr 29, 1991 



Ttalt#d ItfttM Muta 

4C3 niVkMO fUta Olf 1m BoUdlim 

WMhingtoa, D.c. 20S10 



DMT Panli 



•uw^ yoa Mnt no Ust nmIc* ho think itjMWnmo Mriouo 
SSSiSnt^ hf tbo I9mt#, and fay th« Hi^hv odimtien 
ooHttiiityi* 

TM ooooapt of dlroot loaiu is of l2t«;»l.*«^^''2irhlii^ 
of Chloago, firot tnd format b«»UM of •f!««SS2li^ ■2**^ 
for Mar Of our otudwito. Ovw: tlio yoM«, ^^^'"^ff^JSJiSSaB 
hao boooM won ooi^Iox for otodonto, MpoolaUy tte •9f4^^ 
^ScSSTxii addition, 00 you point out, "J-lSSl^S^ 
Mtor rioldo that aro Uoo vol^P^iJ ^^^^.'iS^S^^^^^ 
00 if thoy Aood loans to oonloto t5*i»,^;*J»^ 
plan ym propoao vonld oMllorato that diff ioalty. 

no imt to writ with you to advanoo oonoidonition of your 
bill by tho ionato. Wo favor lany of ita foaturoo, and vlll 
volooM tho opportunity to dioouaa othara vith you« 

m oxaiplo, vo aro oonoomad about tho tranoition froa tho 
praaottt mtm to dlroot loano. Undar a A^f^.J^^JJpf^S"' 
unlvoroitiM and oollogoa and tha «o^'««>^^^7jfi,2^,5** 
aatoMtod oyatawi to lanaoa tha wo«a» af fioiaBtly^jtf^ 
inforaatioii forooaotlATtho noodo at atudanti. » ^aSiSSoSa 
vtll inoludo a plan for ooiMtibla ayotoao linking wtitntiono 
I^'thir^mi^^ I^iiSion 9ovorning tho trai^^ 
provido funda to oroato mxA oyataaa, and to taat and parfaot 
than durinf tho transition yoara. 

xn addition, tha roal ooota of •<ta4?i?t«Pl«H|.?5*,K?J^ ^ 
inatitutiona ahould bo toatod. Our prolininary 
iSgoiat tSt tho ooota at^thla Onivaraity will «««iyd tho |20par 
atSaant nov undor dlaouoalon^by a oonaldaraW^ iwij* 
knov, oollogao and univoraltlaa oannot afford to auboidits tho 
prograa* 

wo look forward to a furthar raviow of tha bill, and hopo 
that thia innovativa propooal will givo ua an OLtportunity to work 
with you toward an iaprovad atudant loaa prograa* 

cord5Allyi 
Artliur x. susnan 
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711 Bn, RMifinlM 

mt — 



OctDter28. 1001 



T TbcHp porabte Paul Simon 
Uttttsd Stctci taute 
W)iidUq|ion, D. C. 90010»iaoa 

Dmt Senator BkBon: 



T^UMt^foltx of OUthoma baa cuntatty enntM 10.650 atudenta. Wo admlnMand in 
lM/01.tt2a6l.3aom8taAnllDanato7^ Na^rSiVtte Sw^^ 

aid^idminiatarMtTOUUtot^ Ourde£iitltxitac«XCu]atodin Uiit jaarwaa 

» eqwtene auggMUthat Dtract 

both ihidettla and lomunait. Imi are an tntegral pan of tbe Untreiattya teanda] a^ 
^^^Ij^^J^I^^^^^^^^^ ^ Infcnnatton imtved to data, tbe IWmittr auppona ttae 

rfalndudodaoopyorajotntkttvpnpafodbvaeftnlB^ Tkna 
m^itetto prertntod our Joint aynatuna but I Gowur witb Dtroot Undmi iM»iu aa 

hndHin \. 
Dinctar 

FlMncitl Aid Sovicea 
RttaOw 
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Wifi^t.-lP. Tj^^-^r^-' iJ&P.,^^ ■■y 



:m<>' DRpri^claiir \hi% opportunity to coMUffnt «Pon your ^jcont Diroct 
Con prpff- proposol to tho Bonato 8tt<>-Cooolttto on Rducat lon. 
wrmprownt \hm %U^tx\i financial aid prPirant at IBUi K8U| DH 
Botildtfr Utc>» ofton r#f»rrod to In group by tho puhllr. by our 
■fltblWtli; »ff inaction, -Thr BI9 A'* • 

in* 1990-91, mm 4diilnl«t#r#d on your behalf — •'J ! 

CirarantPtod Btudont toann for studoritt*. We thvroforf .havt 

«0M0 conoldorablo oxporlonct with tho •»lot,ln9 Mudont loan I 
prootano both with tho Indlvldiipl. opportunltiM thry Novo provldort, 
h% MoU a« tho difficult loo and ftuotratront thoy of ton pro^ont to 
bur ttudtnti^v frfi«i application to ropayotnt. DtfAult ratoo lat our 

^notlttttlon r*n90 ftM ^ to . Hy that ooaouro alono mm 

iifaht bo conoldorod to bo nporatlni rolatlvoty $iocco»fiful Ijrojpraoo. 
HoMOVor» wo bollovo ovon thio rocord can bo .lMprovod upon If bold 
otoF>4 010 talton to roconflquro thIo vory loportant fodor«L 
«rd«catton proortf, 



Tho toon prpgrao lo ao loportont to our studonto, In f#ct, tlv»t 
oar*^ hovo narnod uo not to opoaK out. tt lo thouoht by wm that 
to •rock tho boat" olght JoopardiJtr a •lint of crrdit* that lo 
aboolutoly critical to tho oducatlonal droaoo of hundrod* of 
thouoand^ of Aoorfcan faftlUoo. Wo bol lovt drfforontly. Rathor 
than aotuno 0 pooltloh of protecting ohaf ob.havo, wo profor ta . 
hotu tho watnlngoof tho Nunn Report and other ttudlot that oay 
that the OJilstjno duarantood Student Loan ootfel lo dyofunct onal 
to tho extent that H hIU noon erode tho over.ohel olng public 
support for government haoed otudont financial aooiot^nce for po«t- 
sofTondaiy education, 

»e botiovo that tho <M(i^tln9 program lo too cooplcM for the 
bopartoent of Cductlon and tho. part Icipating ochooU to adwln otor 
wrll ; W« alUD hollove It U too ccwaple.)* for otudont* and thoir 
fawillog to fully undorotand tho procofm of obtaining the beneflti 
und what thoIr r ighto nnd leoponslhl Htlec are onr« a loan 
^bt4lned. Thli eltuatlon.hati led to Inetancwo of fraud and abuoe 
that Have o«bnrratjin«'d «.tudentfi on a groupi ochool^j and the 
9a\;»9rnoent < 




i t J^t choaRor lo adul n rjtiff^T^^^^^^ fSJ^IMt : 

oncerned^>iThr Cr»«l t Mfttro V!ftt":rvffw^ 0^^^^ nTraiTo)^ fpr thTo 
hoopor madffl to ba ufted on a tari<»r tcale without Intrearing the 

odorol budgot deficit. 
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'fh» HouM» itntf ft«nit« coMMittM« Uidii dirvetty to thm •tmngthfi And 
i*Kp«r Li^ac« J>f. Di»70 r turn t* That U.. of ^d#lnl«t«rlrtg cbntrict* 
Mti rtguuting «chooU* bvt inv* th«t Ml'th rMton«bl« 
dfViflopMvnt tifi^i and. nilh the ufi* of nf«oti4tvd rul« Mklng, ifim 
Dop^rtDtnt Min be it>im to. guide ue out of the l04n difflcultle% 
^e have }iU been eK|»erlencing over the p«rt decide. 

At mchool 4deln]ttritor», relieved of the renr^n-llbl Uty of de«ling 
wlfh thou*4nHfs orf nutt^rde <igenrle%, multiple Aiudent applfcetlons, 
.co|ipUc«ted «nd unneceetiry, it Le4«t it \Q4 default ichoois. ^nd 
dlutiurgemo'.nt re^u i renrntOi wt 4re confl.d%v'<' t«p would be able to 
Mdmltilgter « direct Inen prograo. 

Ue.hive wot h^d sufficient tlee to otudy the different loan 
collection endelt offered In the Moune and Renate vfirelons of the 
diroct LoAn ptogrAO. Ue feel however, that whether or not the 
Tntornal Revenue Service, or contract* with collection agenelee in 
uoftrt, tho direct, delivery of funde to etudfrnta through eehoqle in 
« •IgnlflMnt leprovewent over the exigting guaranteed loani 
prograe. By Itself, thitt flPproact> i«(Ul eave both ctudent iTtd 
government Money, Ue aleo believe that the reduction in complexity 
wUC lead to ^ reduction In fraud and abusn. 

Utt also coeeend to'you, 4^ th^ mm» tiMe, a single Jnd free^'need 
.ma feri^ula and Application. Ue r^coMMund for thoce tchoolt 

aseletlng uppor .Middle Income faMlllee with private fundti l^reedoM 
to colUctjiddJtlonal financial inforMatlon through a fee 
'-CQl tec ting sarVlce* 

Adiiption,of the direct loan concept and the need analysis points 
Mentioned above will eatte eignlf leant progress toward Congress *s 
tttrtted goal of siMf»Uf)r»ing the delivery of federal student eld. 

Sincerely I 
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AMHERST COLLEGE 

AMKESSr • MASSACHUSETTS « Ot002 



OMctolRnindalAM 



Oototer 2e, 1991 

VXA FACSnnLB TRAHSNI8SI0N 



Th« Honorable Paul SlMti 
unitad Stataa Sanata 
463 Dlrkaaa Offioa Bttilding 
Washingtonr D.c. 20510 

rear Sanator Simons 

Mharst Collaga aupporta the dlraot landing propoaal that you and 
Smator ouranbargai hava aada aa a paJft of reauthorizing the 
Higher Bducation Act. 

Froa our parapactive direct landing alKplifiaa the Pfo^J"^ 
for atudenta- •treamlina. collagea' paperwork and adainlatrativa 
detaila, dalivara funda aore proaptly to atudanta and ^ 
inatitutiona, and ia very likely to produce aubatantial aavinga 
for tamiyori- Bypaaalni the multitude of lending inatltutiona 
and guarahtee ageiciaa that a collage with a itudent body drawn 
from acroaa the nation auat deal with ia eapecially attractive to 
ua. 

we aimlaud your af forte, and would be pleaaed to provide any 
aatiatanca that we can aa your propoaal aovaa forward. 

sincerely youra, 

Joe Paul Caae 

Dean of Financial Kid 

JPCsdo 
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Financial Aid Office 

WttVltfllnla Univcnity 

DMtlon of StudMit Affiira 



Octobar 28, 1991 



The Honorable Paul simon 

462 DirkaQH Senate Offico Building 

Haahingtonff DC 20210 

Dear Senator Sinon: 

I am pleased. to learn of your support for Direct Loana. 

The Direct Landing program haa the potential to provida 
relief to many of the concerns associated with educa- 
tional loans today. 

Slnplifioation of processing will addraes many of thg 
problems r which will make it easier for families to 
better understand financial aid as they apply* It 
ahould also keep defaults at a minimum as a result of 
greatly reducing the potential contacts a borrower may 
have following graduation. , 

I have been working in financial aid since 1963. I 
served as NASPAA's president in 1977*78 and while on 
leave frooi Kest Virginia University in 97-86^ was 
the individual resj^oneiblo for the agency guaranteeing 
loans in West Virginia « I have been involved in all 
aepecta of educational loans and I am thoroughly con- 
vinced that the direct loan proposal is the nost 
reasonable approach to dramatically improving educa- 
tional loans. 

I would be pleased to address any questions you or your 
staff may have concerning my support of the direct loan 
proposal. My phone number is 30l/293-S242« 




neit B. Bolyi 
Director 



KBB/nu 



P.O.SgmMM 0 MoffMlpMaWVaMMQtM 
equal Op0Od^V / AttrmMvtAoUoniAafMlen 
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DinetM ti fltmlal AU 
■•llud, MloUffU 

OctaWx tf, Mil 

la.iM.ooe. 

A. . MiBfe af ratarMta. S Iwva Maa MMlofa* wltkU tba flaaaaia aM 

Aia Aaaaautloa. uA aarraatto aam aa Chair lor koU tho Faaaral Xaovaa 
olLKtnlf S; MUMrt AaaSlatlc. of Itateat riauoM AU M^latratora 
MTtte^glalatlva CcHlttaa ot tba MleUiaa Itwiaat riaaaaUl Aid 
Aaaoclatloa> 

na aoaoaM oC 4Uoot laa4iag, aa rfopoaaa kf lOBaton Itaca aad ftiraafcargar, 
U amMtlvll to M aa a. al4 protaaaloaal aa «oll aa ta ay laatltutloa. 

«k. at^fM^ 1^ asoarw aa «a aav kaa* It, la oCtoa a kvnawratla altktMra 
^ ISJ^un^mUM. Mi fUaaelal aid ffofaaalMils. Mm a 

■aa* aa aU 4Uta«oa» agaaaiaa Aivlag t*o f Ifa af «ha loaa • 

f!LcalaaUnMat)r^Mak loadar aaA aaak gaaraator kaa ataaay-apaaltlo 
!;i;teitl^rn««y-*S«Ulo «•«. -* ai-Kf-apoolHo pououa. 

i> aMitiM- tka aatli* aaalUatloa preaaaa la anakaraeaa ta tho atadaat. 
iL Madalt MOt flrat flXa a tlaaaalat aU avpUeatla* ta Clad aat IC a/to la 
SLS^K ^l!; a ttattoM Laaa. «- fla-aalal AM Mfloa 
tto atidaat of his/tar allglhlUtr. Aa atadaak thaa x-tClla a mp«»«* 
ttZiteid Loaa atilloatlea la ordor to roaalva tha loaa proaaoda. Xkla loaa 

IZ SISSU'' ^ »»^" »• tl-H»aau.li»l t»d tto atudaat m^f 

valt aavaral waka ta raoalva hU/kar loaa atoek. 

ii.a.r tto dlraat loadlaa awioaeh, tha laralvad partlaa would oooalat eC tto 
!StUi a aamearilaTtto ladaril gavaiaMit. lha atadaat veald alaply kajra 
"^ll; I TlSSll M ^ItettlM. tha riaaaalal Aid Mf lea vcU aotlCr tka 
atadaat raaardlaa hia/har alialklUtr, aad npoa al|aiM tka ••"aaaary 
JwlSaoS StaTtto itttdtatlould raallaa aa laaadlata loaa •radlt to kio/hor 



BiMafe LaadiMa Iji itt oum&t propoatd CoMt» oouU U auilr •teitittarti 
luf AdBlDmritiva tourdMi Uit M»«mrk| ind tmt lUbilitiat for 
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»Msmi vhUk swrvM m • Mtel for 4irM^ iMltati U —mllf ateUliUrol 

•fCiolMtlf. fto sMUaatfttiT* Vurtei of tte itikiM pragm to 
•Ifiitiuatiy itM thai Uit •! tkt mmt lUfffM im ^vvcmi* 

1M«r tlM mmmt tflmt iMitig fWfoaaU, it wooM Mt N MMMuy Car w»p$ 
GoilH* to frofMi aMitiCMl ataffiif to Sta VlaaMUi Aid CfCioa U oriar ta 
•apaort tUa ac^ »ragrM« fwm tte KMHeti^ of m iaatitatiaa, tiM 
adsiaiatrativa raaaaaaaa aarrMtisr titUiaa4 Car tfca K^Maaiat 08 itaCCaN 
Uaa apyliaatiaaa aai iaaoaiac lUffCort Uaa ateala aaaU U aaailj ahiftaC ta 
tba arocaaalat of Diraat Laaa frMOaaovy aotaa aa4 aaaavit raaaaailUtioa. 

itaiaata voald baaaf it ia tkat tkay «aal4 mllaa aara ttealT iMa ara4iti ta 
thair aaoaaata* thay vaaU aa laatar Im aaiaaaad aootlf luaraataa aad arlftaa- 
tiaa faaa» aid thar voald raaliaa gw^Mr alaplioity ia tha aaoariai aa4 
preeaaaiat af tteir laaaa. 

Matter UMa tte aarrtat tlaa CriM raUtiva ta tka raoaipt aai praoaaaiag aC 
afadaat laaa ahaakai arodita aoali bo aada ianadiataly ta a atadaat^a aaaaaat 
afoa tte raaaift of a aigaad proaiaaoiy aotc. U additiaai tba adaiaiatrativo 
rtapoaaibilitiaa* lUbilitiaa, aad aiaaaf^apacifio ooaCuaioa aauld ba alfaifi- 
aaatlf raduead* 

Xa taraa af pracvas aaat aat lata, it baa aav baaa aubotaatiatad br batb tbo 
Ooatraaaioaal BaCgat Off iaa aad tba daaafal Aaaoaatiai Off ioa tbat Diraot 
iaatflat aaald aava afar |i biiliaa — iraaaat vaiaa tami — aiaamiot tbt 
laaaa an aada U f iaaal yaar 1911. 

X bava bad tba oppoitaaity af rat iaalag batb tba loaaa aad tba iaatta 
9n99m%U ralativa ta diraat laaiiafi litbar of tbaaa two approaebia ooald bt 
offaatiTaly ateiaiatarad at lapa Callata fivta our ourraat lavala of 
ateiaiauativa aad ataffiai aopport. 

Mara iapartaatly, Z baliara tbat diraat laadiagi aa aurraatlF eoaitraott4» 
ooald bo Torj baaatialal to aar atuiaata ia tana at taiokar aooaia to Ioib 
fuada, tba allaiaatiaa of faaai aaC laaa aoafuaiaa aai baraiuoraay* 

St ia mf aiaaara bapa tbat tbroa|baat all dabata tad liaoaaaioa ralativt ta 
diraat laadiag tbat aa vill vmmiU Coauaaad oa tba ataCaat aad bov a/ba vlll 
ba lapactad by aar daaiaiaaa* 
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Mai«jl tut* ttUvNtlty 
uoo ito ut — ■> Dtiv* n 
■ai4)i( MinaMBft MWi-aeif 



TMtiMw by Otthn MmIIo. bUmUi of riMMUl Aid. Maidjl aut* Onlvnaity, 
■muJTnSmmU IMOl-aMt MM* tta MMta MbooMlttM M MoMtlon. tot* 
tad tk* agMiltlM oa eatatav at« im. 



ITiinttMca miiiMiri Ma an OM ec tia MtUav uaivaMltlaa ooapcltlaff tha 
aavaa iaatikaUaaa atOak Mka as tiM Mlaiiin"! Mufea VuLrmnitf fyatM of 
W,000 Hateka. Oaa laakitatiaa U laaakad mtua fSfCy aUaa ef thfaa M)e« 
ladln Maamklaea. m, OM-faa««i af aar Maiaafca an fna tha tala 
eikiaa. MMW <tf M* rtaiialii a«a klgh aaaA ataiaa t a Usm law uaoaa 

(MlUaa...aBd la aaaa y«a am aaaiariaf. oar aolwcfc dafaalt rata oa tba 

Mai ford Loan fsa«ra« ia «.M aa« aua aafaalt iMa o* tha Varkiss Maa ysogns 
U S.tU. ona atudaota pay baft tlMlr oUi«atlaBa. 



aaaathartaatioa la altnya aa aaeltUtg tlM far tha Claualal aid ooaaaalty. «a 
KTaS^ aaJdaBT^to. t»m fi-t to t^i* flL^^r 2«»tl.» 
flaaaoial aid oa«aar baoaa to UN aa a dM '»;«i*^,*»*.ftS^2'^2^^ 
»a« t itM. I hava, Cor aaay yaara, oMamd and oagarti aatlolpatad aaoh 
iSnlaint aad Mtatberlaatlae ot that faaUlUat e«l«laal fi*^ ot l*«UU«Un. 
««afa, to MM aa find eavaaXvaa aaklag, "Ua thar 9oli>g to gat It rlflbt tftla 
tlaaf 

may of kto aaa ycopoaaia n«f aolng aa a saault of tto laatttbotltatlonprooaaa 
axa rtoht oa tatoat. a atogla naad Malyal*, * f«aa apylleattoa, 
SiliStoatlaTIto., aea^aavua ataeb dMoaatrata to aa «id to atadant. that 
to ltotaalA0. 



(Soa Buat ka Ewwlvtog oaua (ma tba mm* art bar x aa. X oalX bar 
'Mothar-of-tka-laoktog-rkoaa.' iha haa kaaa oallto* no for as yaara. X would 
XiJW kax to atop oalllao aa.) 

n* rtoanoUi lUd for All ftadaata vropoaal to not 'UH^J" 
hlta txm balla-aya. fka snu oradlt pUa ta nvUea tha ourrant gaacantaad 
IS-S^lSS tk. aklft to tka to-aohool -f-^^*^^" 

»M««a, tka npaiMBt of toaaa taaoooh tka toooaa taa ayrtw. tha i^om 
MStl^VmMTpaaaaaa, tba -Dtaaa Mat,- tba a-a l*«i 
flu^traat^UtUMat, ««adaata atudaat graata tad noaXlaaoa leboUtablpi 
ac« todletttoaa that ■oatnnt to ltaabto«toa la Xtotaalag. 



tba •1MB-I»a*aaba««at pnpoaal to traly oaaamr aclaatad. » • 

ptooa^7l««»UlSd Itfftolatlaa ahlah adtnttM tha rati W*** 
of atudaata aad paroata aa tkto prapaaal *~^"*J**^i2^ ^ZiZ 
ataff alio htva cartoMad It waa ooa af aaaltaaaat. Tha raaottoa af otboa 
Ktoaaaota Itata Vnlfaralty flaaaoial aid dtoaotoro ata l^T^.'^^"];;: « 
oallad tba offleaa of Maator'a Buraabargar and ilaUatona to tofont thalr itaft 
of wv poaltlva ratotloa to tha baoafiaUl faatuxaa of tha pxepoMl. 
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Z want to Motion only thrM thiiivt abott tbo (COpooal* Xh&f ooooom throo 
vwfy «Ml fnwtratioM poopli hftvo witu fiMiwial, aU aad how thooo 
fKnatsitiOM AM tfMelYo4 in tiMi tiB oa -P w aboggog propotal* 

rir»t# fltudofita fool ooiiglit la o lottiiiowit otint oyocoiion with rogard to 
loano. Thay Mat tako tbas to rwia la aoliool. io loan# no aotooli stwy 
luwv tkat tko Catur* la vDOanaiD* for aoM« tHa odda ago agalaat thair 
ra»ayi«g tbolr loaaa la a tlMly mnmm, no oooao^^ tho gaoorapbio tfogioni 
tba tmilf biitocyi orlaa vatoot divoroo ratoo*,.Hny faotora aotor into 
atudoQt dofaaU ratoa* fhm oyrraat dM ar a nfc ood dtidoat toaa yrograao gaarantoo 
dof aulta fee a latgv aigpant of tbo boRowiog popaUtira aooo aftor Uaving 
oolUga, and tha atatfaata hnoif it. Hy point la ttat any loan paogcaa irhlob 
aaoo aa ooIXatoval tho aoartaato ptogroaa and potaatlal aaminga of tbo 
bocroNor, aaat oLthor aooopt a blgb dofaolt mo on thoao loaaa og ootabllah a 
•atbod of addrooalag tbo dof aalt problaa wbiob la not to tbo datriamt of tha 
bonronar. fo put it aaotbaa nay* aoa» otadaata bavo a oboioa.»aoaa oc no 
aobool. MboA tboy gradoata or loafo aobool» tboy bara a aboloo.,»pay o* 
dafaalt. gban raal Ufa pMblOBO ooouf, laoluOing tho aooooaary G0na«ar 
yurobaaoa aa a rafkigarator or pota and pana fot a navly gvaduatad and nawly 
UMiad oouplo, tho ebeloo nay ba dafaalt* 

Tho XMb Oradlt papayaaot plaa providaa oaaotLy ahat atudanta aaad...a 
ifaaaoaabla way to aapay tboiy loaaa idmfl otartiag ont or vhan tlnaa axa bad and 
a way to mrltn-of f tba loaaa of tboao ia oroalo lov iaoena altuationa without 
ruining tholv orodit» tt aoma to no that tba gofarnaant baa ao baaiaaaa 
loaning Moaoy out on tho baala of potantlal oamlnga ttiiAout Aithov aoa^ing a 
grnator riak at tho rapayaoat and or providing a nathod of alinlnatlag dafpultt 
oonplatoly« Id tbia rogard« tbo •Inoo-Duronborgor propoaal hita tba hnlla-ayoi 
agaltti 

iaooi:di atudanta ara fmatratad by tho faot that aoaaeaa ia ripping than off. 
Tho fruatrfttioa la fron tbo coapoOnlbU atudaata Mho will rapay tboir loanOi 
nhy abould thoy bo obargod aa origination aad inauranca faa of 7%T Tboy want 
to know what la bolng dean to thooo atudaata who doa't rapay ioaaai Tha diroot 
loan nllaOnatna thoao obargfa aad allowa atudanta to bomiw tha full anouat of 
tho loan at a raaaonahla intaraat rata. 

tbicd# atudaata aro fruatntad with tha ooafuaint rapayaaat proooaa* X baliwva 
thorn would bn eonoidanhin aariaga in tho tmk cmdit propoaal at tbo 
iootitational iml. fbo ninagMant of atadant loana ia ai^pliflad aad 
at r oaa lin a d , Por ■■■^lOf oar laatitntlon a y a ad a approalaatoly d-l hoara par 
wank working with laadacn and ganrantoo aganaiaa ragording allogod dofaultad 
loinn of ourrantly anrollad atadanto» aaay of whioh worn tho rooalt of 
oaaonoa u a aailiag aid i ooooo tad loot dafaanaot f^iaa. Uaoy in g OMMaa fron 
dofanlt any tain nooka. OBdar tmk erodit« thara am no dofnulta. ntudaata 
aad paionta vUl know whom tba loan oaaa fran {tho fadaral govoraaant thraugb 
tha aobool), how aaoli U waa fdr {tba faao yalao of tho aaonat bo r rowadW who 
thay nra to rapay (tba fadaral govaraaanth ddd whaao thay rapoy tha abllgatioa 
|tha norvioor oad tba ina> • gnay wUl kaow that thay wiU ba traabad through 
tha ZM andi tbarafoM, aaa aaro llMy to ropay thair loana. iiaon tho ZM io 
traoklng tko oaaa Indiyidaalo fte inaoaa tas gurpoooor it would aoaa that a 
dupl ioatio n of affort ooold bo oToidad at oonaidorabla ooat aavinga to tha 
goyociBanti 

tho iiaan-Caronbargar propoaal oaaght ny attaation no a poaitiva eonaaair 
oriotttod oot. tho yr qgoonl addraaaao aoaa aajor otodaat fiaaaoial aU iatuoo 
hood oa*».froa a pmblaa-^lving atand^int. Tha problaaa Z haar froa otadaata 
and paraata orory day batn baaa ad dr aiaid in thia pt^99m4 logiaUtiaa. 

ho with ony hill tbio larga tad aaafldni opfoaitioa will ourfaaa azMdr Z m 
aara, with all af tha faoto and figuraa to prora thia or that oan't ba dono. z 
hopoi in tha proooaa of aatklag-op tha iaauthariaation of tha llghar aduoatioo 
hot, that you win r aawb aw tbo aaa kl ag phaaa aad anaot logialntion «hioh 
addraaaaa aoaa of tho fruotratiooo of tbo oonaaaar* 
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The WrittM TMtiiiony Qf ; 



oiMCtor of rinuGlal JUd 
UbiTsnity of Colorado 



Bomdw, CO 60309-0106 
Xmrl DowllA9 

Dirootor of riiiuioiol Aid 
low 8tat« HblTOroity 
is, Ik 50011-2020 



Jo8«ph M. Caaillo 

Dirootor of Fir^oial Aid 
tmivoroity ot niosouri 
Colv^io, MO 65211 

Mr. GhairatA tnd Manbora: 

ira appraciato ^hia opportunity to eonwiit upoa tha Siaon- 
Duranbargar p* poaal to tHa Sonata Cgii*ittaa on Labor and Human 

Raaouroaa. 

In 1990-91. wa adidniitarad naarly $100 aillion in ©uarantaad 
Stodant Loana for approxiMtaly 30,000 atudanta. Wa tharafora 
ba^a ao«a conaidarabla axparianoa itith tba axiatlng atudant loan 
prograna botb with tba indiridoat opportrmitiaa tbay hava 
providad aa well aa tha dlff ioultiaa and fruatratlona tbay oftan 
praaant to our atudanta fr» application to rapay«aot, Oafault 
rataa at our Inatitutiona ranga froai 2.7 m 3,7 . By that aaaaura 
alona wa might ba conaidarad to ba oparating rmlativoly 
•ucoaaafnl pirograma. flowawr, wa baUara avan thia raoord can ba 
l^ro^ upon if bold atapa ara takan to raconf igura thia vary 
la^rtant fadaral a<luoation program • 

Tha loan program ia ao iaiportant to our atudants^ in fact, that 
many hava wamad ua not to apaak out. It ia thought by aoma that 
to "rock tba boat" might jagpardisa a *lina of cradit" tliat ia 
abaolutaly critioal to tha aduoational draau of hundrada of 
thoutanda of Anarican faailiaa. Mm ballarra diffarantly. tathar 
than aaauma a poaition of protaeting «hat wa hava, wa pcafar to 
haad tba waminga of tha Honn Ki^rt and othar atudiaa that aay 
that tha oxiating Gnarantaad Studant Irf>an nodal ia dyafunotional 
tha axtant that it will aoon aroda tha ovarwbalming public 
i>ort for govarnaant baaad atudant financial aatiatanca for 
)t-aaoondary aduoation. 

:>aliava that tha axiating prograa ia too oomplax for tha 
i^vpaxtJMttit of Bduoation and many of tba participating aohoola to 
adminiatar wall. Wa alao baliava it ia too oomplax for atudanta 
and thair familiaa to fully undarata^d tba prooaaa of obtaining 
tha banafit, and what thair right a and raaponaibilitiaa ara onca 
a loan is obtainad. Thia situation haa lad to inatanoaa of fraud 
and abuaa that hava ambarraaaad atudanta aa a group, achoolaf and 
tha Daparbmant of Sduoation. 
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"thm ooK^lezity !• • diMot r#«uXt of too aany play«r« in th* 
prograa; l,e« otud«nta, achoolSf l«ndora# guarantorsr MOondary 
Mrk«t«f and Mrvioa agmolas. A fliflpla modil vrith femr pX»y«c« 
ie nO0d«d« 

lf« alao believe that tte axiatia^ loan Kodal ia sore expensive 
than the propoaed direct loan aodal would be, All ot the 
pravioualy BentlOQed agenoiea partioipete beoauae ot a peroeived 
benefit to themaelvea. It aeeaui only ooMon aenae that 
eliainating thoae not dis#ctly inTolved in the educational 
proceaa vould aave progrea ooata. Our ei^rience with the 
exiating direct loan prograsr (Verkina), is that it ia eaaler to 
Adainiater for ell parties ooneemed. Yhe Credit Raf om Act now 
AAkea it poaaible for thia Cheaper aodel to be used on a larger 
acale without increaaing the federal budget deficit. 

The Secretary of Iducation hae recently auggeated that the 
Department of Aduoatioa ia not prepared to handle a direct loan 
program, wa would reapectfully auggeat that the Departaant ia 
prepared to handle the direct loan prograaa aa propoaed in 
both the uouae and senate ooaadttees. Both propoaala lead 
directly to the atrengtha and eaperieace of the Department. That 
iai of adminieterlng contracte end regulating achooia. if# 
believe that with reaaonable development time, and with the uae 
of negotiated rule making, the Department will be able to guide 
ua out of the loan difficultiea we have all been experiencing 
over the paat decade. 

Aa achool aid adainiatratorar we are confidant we would be oble 
to adainiater a direct loan program. 

we have not bad auf f icient time to atudy the different loan 
collection modela offered in the Bouae and Senate veraiona of the 
direct loan program. 9fe feal however, that whether or not the 
Internal aevenue Service, or eoatracta with collection agenoiea 
ia used., the direct delivery of fonda to atudenta through achooia 
ia a significant impro v aaia a t ever tifm exiating guaranteed loan 
program. By itaelf, thia approach wUl aave both atudent and 
government aoney. We elao believe that the reduction in 
coaplexity will lead to e reduction in fraud and abuae. 

Wi elao commend to you, at the aeaa time, a aingle and free need 
analyaia formula and application. recommend for thoae ach^oia 
aaalating iqjpmr aiddle income familiaa with private funds, 
freedom to collect additional fifiancial information through a fee 
collecting aervioe. 

Mpption of the direct loan concept and the need analyaia pointa 
aantloned above will aake significant prograaa toward Congreea'a 
atated goal of aiaplifying the delivery of federal atudent aid. 
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GlcnD C« Slitrp 

WKCaxm KAISiS Am VOCATIOIAL-TBCHNICAL SCHOOt 
QoodlAnd» XMsat 

xoMk cmiT pmcT imm noGim 
OAiariK you Cor tn* opportunity to ooMont on ti^m SlaoA-Durmbmr^^r 
proposal for a dlraot loan program. Ny naw la Olamn Sharp and 
for as yaani I hava aaainiatarod tlia financial aid prograaa at 
tha Northvaat Mnaaa Araa vooational*-Mctanlcal Bobool in 
ooodland, xanaaa. I a» aotiva in tba financial aid 
adainiatratora aMociationa at tlia atate, ragional and national 
lavala and ^urrontly aarva aa ianadlata ]r^t-praaldant of tha 
Sooky Mountain Aaaociation. 

Oiu inatitution ia a asall technical aoliool vitb laaa than 500 
atudanta and va anjoy a nationvida raputation for training 
quality taohnioiana. If you uaad your talaphona for lonp 
diatanoa aarvioa todays chanoaa ara ona of our talaphony 
graduataa vaa tha taobnioian who aada tha call poaalbla. Naarly 
eo% of our atudanta raoaiva aoaa fora of financial aaaiatanca. 
Annually, wa halp atudanta procaaa naarly $500,000 in Pall Granta 
and a alnilar amount in Stafford loana. 

X aupport tha propoaal for a diraat loan program. Whan 

Ropraaantativa Andrava introducad H.R. 3211 1 a bill to aatabliah 

a diraot f adarai landing prograa undar %rhi^ tha exiating G8L 

program vould too oonaolidatadi I vaa ascoitad. Rovovari in apita 

of ita poaitivm atapa to aimplify tha atudant loan prooaaa and 

bring it undar battar fiaoal oontroli it atill doaa not go far 

anough. Tha rmpaymant ataga atill involvaa a "amrvioar«« X 

intarprat' tha aarvicar to tin aimllar to axiating aaoondazy 

markata in tba CBL program, tha diract loan program naada to 

allminata landarm, guaranty aganoiaa and aaoondary markata. 

Paga - l 
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For MVttraa ymara I hava advocaUd a payroll dadttation ayataa for 
tlia rapayaant of atadant leana. If a atudant worta, tDa attidaiit 
pmym for tlia aduoatlonal loan. If a atudant doea not vorki vd 
battar ayaluata ttia aduoatlonai ayataa. iman Z raad aboat tha 
filaon-DuraidMrgor propoaal of tba ■Inooaa-Dipanddnt Bduoatlon 
tealatanoa oradlt" z vaa aatiaf lad tHat tula la a aolotlon to tho 
rapayaant problOM In tlio atudant loan program. 

Studanta at our Inatitution purrantly bava a% or $aio (on a 
aaxiaua loan of |2,6aft) dadiiotod from thalr atudant loan ODaoka. 
nila la aonay vhtoh oouid be uMd whan it 1ft naodad for 
aduoatlonai and living expanaaa. At our inatitution i atudanta 
vould hava ovar $40|000 availabla aaob yoar for thalr aduoatlon 
if origination and guarantae faaa vara alinlnatad. Ihaaa ara 
raal dollara aavod for atudanta. 

Tha loaa of tho in-aohool intaraat auboidy for atudanta vaa f Irat 
viovod as a negativa. But* aftar furthar raviavi z oonaidar it 
to ba a poaitiva atdp. Undar tha ZDBA-G8IDZT propoaali tba in-* 
BOhool Intaraat vbloh vill aooroa bacoaaa an axpanao of borrowing 
money but tha paymant can ba daf arrad to tha rapayaant pariod 
iihan a atudant la working and aatning incoaa. Tba idaa of a non-* 
aubaidiaad loan «ay datar aoaa atudanta from borrowing «- avan if 
thay ahov ^naad** on papar. Z baliava laany atudanta borrow 
baoauaa it la an •intaraat-fraa* loan. Va aiq^lain that tba 
origination and Inauranoa faaa hava to ba oonaldarad aa intaraat « 
but atudanta atlll vlaw tha loan prooaada aa *fraa« aonay. Tha 
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non-lnt«rut subsidy opsM up tto loan progm to all studantSi 
csgardlsu of faitlly inooMi 

h orltioin of tho Olroot loan prograa by poat-McoiMtaury 
ImtlttttlOM la tim porooivod loorMaod atelnUtratlvo 
rMponaibLlitlM. 1 bava fflow-^arua tbo pgoo—a «t our 
Inotitutlon and X do not MO tbat to bo truo. Mona of tbo 
ourront Stafford loan inatitational allQlblllty funotlona vlll 
ohanga undar diraot landing. Vha Saptobar 27, 1991 GM raport 
aupporta tha conoapt of alipliolty in adnlniataclng tha diraot 
loan prooaaa. z «alooa» tba tlna aavad by not having to balp 
i>raaant atudanta and graduataa play tba gana of n/MHf U)AH, HBO 
HAS m hOM^s 

Anothar ooncam I baar froa oollaaguaa la tha faati raai or 
iaaglnad, that Congraaa will not adaquataly fund the dlract loan 
program. Tha dlract loan program wat ba an antitlaaant. Kany 
financial aid adnlnlatratora ara dlalllualonad vith tha 
approprlatlona of tha Pall Grant and othar Utla IV prograaa 
during tha paat daooda. I too am oonoamad that tha filmon- 
Duranbacgar propoaal of a $600 Inotaaaa In tha Fall Grant maxima 
doaa not addraaa tha laaua of tha libalanoa of loan/grant in 
atudant financial aid* 

X am oartain of ona thing ^ tha oono^ of diraot loana la good 
for atudanU. It will provlda mora monfy tor atudanta nhila tbay 
ara In achool by alimlnatlng origination and inauranca faaa. It 
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im tiM Milllonfl of tfolHUTB in deducts Moh yMr tX9 leapt in tha 
pocKsts ot BtUdMltS. 

A rmml problra tov studrnts in tha pret Mit studant loan prograa 
ia untetatanding tha rola of ttia landari guarantor and Moondary 
aarkata* Moat atadanta do not hava any ralationabip with tha 
landar, lat alona tha antity that avantually holda tha papar 
during r^yatnt. Mt'a put tha raaponaibility of tha Iom with 
tha poat->aaoondary inatitution. Sohoola aatabliah a ralati<mahip 
with tbo atudant and alraady halp vith tha low procsaaaaa* It 
aakaa aanaa for adhoola to obtain tha aignad proaiaaory nota and 
dalivar tha loan thay hava oartitiad* Ifia atadanta antir* 
financial aid packaga would ooaa froa tha ana aoiuxta * tha 
inatitution* thia ia mjioh bat tar for atudanta baoausa it la 
a^aiar for than to undaratand. 

Tha inocaa-aanaitiva pay back la ftlao logioal and ai^plif iaa tha 
rapayaant prooaaa for atudanta. Lat ua bagin to oonoantrata on 
tha pcaitiva aapacta of rapayaant. Tha aoat raoant cohort 
default rata (FTS9) for our Inatitution ia 11.1% That ia an 
incraaaa froa our WtM rata of 6.a%. M ara a tvo-yaar public 
inatitution and hava a high paroantaga of "at-riak" and non- 
traditional atudanta. wa try vary hard to halp our atudanta 
auccasafully rtpay thair loana. Tha prof 11a of a typical 
dafaultar at our achool ia a aingla-parant« fanala, aga 2B, vith 
two dapandant ohlldran* Xaaadiately oat of achool i thia paraon 
doaa not aam anough aonay to pay for food, ranti othar living 
axpanaaa ADA tha atudant loan payaant* Tha idka Account allova 
paraona in thia pradioaaant to work and in tiaa build an incoaa 
laval high anough to aaka good on thair loan obligationa* It ia 
a pcaitiva rapayaant prooaaa inataad of tha nagativa black hola 
of dafault. 

Tha iiath cradlt propoaal ia tha atudant loan prograa of tha 
futura. It naada to ba anaotad in tha ra-authoriaation plan 
today. 
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Elizabeth M. Hicks 
Coordinator of Financiai Aid fur Harvard Univeristy 

and 

Assistant Dean of Admissions and Financial Aid 
for Harvard and Radicliffa Colleges 

Mr. Chairman. Members of the Committee: My name is Elizabeth M. 
HicKs. I am Coordinator of Financial Aid for Harvard University and 
Assistant Dean of Admissions and Financial Aid for Harvard and 
Radcliffe Colleges. As a result of conversations with my colleagues. 
I believe that my comments reflect the views of educational 
institutions who have been involved in the exploration, analysis, and 
comparison of direct lending proposals. 

We are grateful that the recent and extensive debate on the merits 
of direct lending have been afforded this opportunity of review and 
discussior> by the Senate. We commend Senators Simon and 
Durenberger for their leadersnio in developing a new. simpler 
student assistance program called IDEA Credit, with income- 
sensitive paybacl^ through the Internal Revenue Service. 

It is no secret that our largest source of fed'^ral student loans, the 
Stafford Loan program, is m trouble and that more than tinkering is 
required to fix it. Originally a loan of convenience for middle 
income families, the Staffora loan has evolved into a loan of 
necessity for students from low- and middle-income levels, yet the 
partnership concept on whicn the program was founded over twenty- 
five years ago has not changea. 

We believe that replacing the Guaranteed Student Loan program with 
a direct loan program will aadress the major problems confronting 
the current system. We further believe that direct lending is more 
beneficial to federal student aid recipients. I would like to mention 
several key features of direct lending that support these 
statements. 

* Problems with access to loan funds are elimnidted. 

By making educational institutions the originators of loans, stuaents 
have direct access to loan funds from one source for their entire 
program of study. The fact that a direct loan program would be an 
entitlement - and that the amount of capital would not be limited 
by a fixed total amount of nap per year - further assures universal 
access to loan funds by students enrolled in all sectors of 
postsecondary education. 

* Costs are contained. 

Under direct lending, the costs of the current program are brougnt 
under control. First, by caoitalizing the loan program, the federal 
subsidy paid to lenders is eliminated. Second, with a simplifieo 
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aaministrative structure for the program, efforts are refocused on 
ensuring greater quality, especially in the services provided to 
borrowers during repayment. This would be a major factor in 
bringing default costs under control. 

* Cost savings are used to address other needs of students. 

Savings accrue because direct lending enables the federal 
government to secure student loan capital by paying wholesale 
rather than retail prices. Savings can be used to reduce borrowing 
costs for students, expand eligibility under the program to students 
from middle income families, or fund grants to correct the 
grant/loan imbalance. 

in order to understand the true benefits of a direct loan program, one 
has to dispel the misconceptions about direct lending. Three of the 
most common misconceptions with respect to the role of 
educational institutions concern administrative burden, 
accountability, and risk shanng. 

* Administrative burden for schoois decreases under direct 
lending. 

Institutions, such as Harvard University, that have studiea direct 
lending believe it eases administrative burden and serves students 
better. The experience with the Perkins Loan program demonstrates 
that all schools^ large and small, automated or not. have the 
aaministrative capability to make loans while significantly reducing 
ihe complexity, amount of papen^ork, and unnecessary delays in the 
disbursement of loan proceeds. 

' Opportunities for fraud and abuse are minimized under 
direct lending. 

Without lenders, guarantee agencies, and seconaary marnets to 
oversee, the Department of Education can focus its efforts on 
scnools. sen/icers. and collection agencies. Under direct lending, a 
school that is determined to abuse the system no longer has the 
ability to process loans through multiple lenders and guarantee 
agencies. A school's entire loan volume can be carefully monitored 
through a centralized system. 

* Institutional risk is not increased. 

The probability of Institutional error is leduced through the 
eliminations of lenders and guarantors and their multiplicity of 
policies, procedures, systems, and forms. Any school that can 
perform need analysis, process a Pell Grant, or deal with the 
complexities of the current Guaranteed Student Loan (GSL) system, 
can handle direct loans. For the student, as well as the institution, 
the application process would be similar to the Pell. Grant program. 
Instead of endorsing a check, a student would sign a standardized 
promissory note that the institution would immediately forward to 
the servicing agent in order to draw down the loan funds. 
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Direct loans offer a rare opportunity to increase federal support for 
students without increasing annual appropriations. In particular, 
the Simon-Durenberger proposal results in considerable savings 
through the elimination of special allowance payments to lenders 
and the in-school subsidy for students. These savings are then 
shifted to exoand loan eligibility to all students without regara lo 
family income, to support increased grant assistance for 
unaergraduate and graduate students, and to fund important eariy 
inter/ention and incentive programs for at-risk students. 

While modifications. to direct lending proposals may be necessary, 
what we must guard against is the temptation to apply some of the 
basic and interconnected concepts of these proposals to the current 
GSL system and expect that we will jnd up with a viable program. 
For example, if the elimination of the in-school subsidy - an 
intricate feature of the Simon-Durenberger plan - were appliea to 
the current GSL program, it would result in a powerful disincentive 
to low- and middle-income families to pursue postsecondary 
education. In addition, the elimination of this important in-scnooi 
subsidy would also discourage students from pursuing a 
graduate/orofessional degree due to the length of this program ana 
the problem of capitalization of the unsubsidized interest. 

I would like to make one other cautionary remark. If Congress 
decides to remain with the current GSL system, loan limits must be 
increasea. The House proposal for reauthonzation does not caii for 
increaseo GSL limits, except under direct lending. The Senate 
proposal, as it currently stands, call for very modest increases in 
the GSL loan limits. Some graduate and professional schools have 
even expressed concern that the higher loan limits under the Simon- 
Durenberger proposal will not serve students' borrowing neeas into 
the next century. 

In closing, the primary goal for reauthorization should be to ensure 
that the federal financial aid programs serve the needs of the 
students for whom they were designed. To do this we must simplify 
the delivery system and better target funds to students' direct 
educational costs, rather than to the bureaucracies that support the 
delivery system. For this reason. Congress should press ahead and 
replace the current GSL system with a direct loan program. 

As you consider the Simon-Durenberger proposal, I also commend to 
you the House Education and Labor Committee proposal on direct 
lending. The hallmark of both of these proposals is the creation of a 
new financing mechanism that will result in increased funding for 
students. 

I thank you for the opportunity to make these comments. 
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Senator Simon. Then finally, Mr. Chairman— and Mr. Secretary, 
you used to be in business; you are interested in that bottom line. 
The bottom line is that this year we are going to spend $3.8 billion 
in student loan defaults. This proposal, by having the lBS collect it 
and have it on a T-bill plus 2 percent means that for all practical 
purposes we will eliminate the student loan default problem for the 
Federal Government. Now, you don't eliminate it tomorrow, but 
you do over a period of time. You make college much more accessi- 
ble to people in this Nation. It just seems to me everyone comes out 
a winner. And we ought to be willing to do something that shows a 
little courage. 

Td hke to see the President of the United States next year say "I 
am the education president, and look what I have done for higher 
education." 

Thank you, Mr. Chairman. 

Senator Pell. Thank you very much. I have received several let- 
ters in regard to proposals for a direct loan program. Some of these 
specifically address the Simon-Durenberger proposal that is the 
subject of our hearing today. If there is no objection, I would like to 
include these letters in the hearing record. 

[Letters follow:] 
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CALIFORNIA STUDENT AID COMMISSION 




The Honorable Claiborne Pell 
Senate Labor and Human Resources Conuninee 
SD-428 Dirksen Senate Office Building 
Washington»DC 20S10 

Dear Senator Pell» 

I am writing to urge you to oppose the Higher Education Act amendments that will be offered to the 
Committee by Senators Simon and Durenburger based on their bill» S 1845. The current Senate 
reauthorization bill proposes many reforms ot the present guaranteed student loan program that will 
strengthen the programs and assure students of adequate fmanciat aid for quality education and 
training. In contrast^ the Simon/Durenburger proposals would discard the currently effective financial 
aid delivery system in favor of an untested system with doubtful program savings. 

There are three major shortcomings in the Simon/Durenburger plan for direct federal lending. It 
would cost the federal government more to operate than the present system, it would add complexity 
to the delivery system, and it would do nothing to reduce defaults or enhance collections. Senators 
Simon and Durenburger base their estimates on direct lending program savings from a General 
Accounting Office repott thai seriously underestimates the true costs of operating a federal loan 
program. The projected $1.4 billion in savings cited in the G.A.O. report do not take into account 
the substantial costs associated with conversion to the new system, realistic servicing costs or historic 
default rates. When these costs are properly counted, the direct federal lending program costs niore» 
not less than the current system. 

Senators Simon and Durenburger*s direct lending proposals would require the Internal Revenue 
Service to collect on student loans at a time when it is already faced with the task of collecting on 
billions of dollars in unpaid taxes. Moreover* studies on the characteristics of student loan defaulters 
show that the great majority of borrowers who default are unable, rather than unwilling to repay 
because they are not employed. l.R.S collection efforts would do nothing to recover the substantial 
amount of defaulted dollars from unemployed borrowers while it would add enormous complexity to 
the loan programs. 

The guaranteed smdent loan programs represent a federal-state partnership that effectively delivers 
over $12 billion per year in fmancial aid to students. The Senate's reauthorization bill 
proposes reforms in the current programs that will enable them to continue to provide financial aid to 
deserving students throughout the I990's. If I can be of further assistance or if you require further 
information, please contact our office. 



Samuel M. Kipp III 
Executive Director 
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Livery Square 
33 NeiH Avenue 
Helena. Montana 59601 
Telephone: 406/443-5491 



WESTERN COMPUTER SERVICES 



October 28, 1991 

Senate Committee 
Labor and Human Reaources 
United SUCea Senate 
Washington, D.C. 20515 

Dear Committee Members: 

WESCO la very ooncemed with the Impact any propoaed tcglalatlon calling for a 
direct loan program. Aa a software development Ann that has focused our 
development efforts on providing state-of-the-art InformattoD systems for the 
Guaranteed Student Loan Program, our 400 plua cUenta Include guarantee 
agencies, secondary marketa and hundreds of student loan lenderi . 

We go on record as opposing a direct loan pio^am. Our observation Is that 
many Important details have not been euincientty thought through* Including 
the enormous costs and the rip tide effecta of such massive changes. 

When the details of how such a program would work are carefully examined, It 
becomes clear that not only wlU such a program not save a blllton dollars a year, 
but may actually Increase the co^ t» of administering the student kxm program. 
The direct loan program may effectively reduce reaouroes for financial assistance 
to fund higher education. Both the iromedute and k»g term effects will be 
detrimental to students. 

Who win pay for the administrative oosU of a direct Umk program? 

Schools currently have difficult accurately tracking enrolltibent status of 
students* The key to success for aiiy pro-am la the fisat, acscurate flow of 
informatkxi* This bat. accurate ffow of Information li entirely dependent 
on Information systems. The capital outlay that the student foan Industry 
will have to come up with to accommodate major changes of any kind is 
tremendous. 

If schools are required to pay for the systems, the costs will be passed onto 
students through tuition Increases, there*by ca n celi n g out the beneflta of 
increased aid. If the federal government Is to pscy for the ooat of administer* 
Ing, then the promise of a billion dollars In savings is grossly overstated. 

Massive changes will waste literally bllUons of dollars that have been 
vested In information systems to administer the current program. 
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DIroet Lotn PTQ^am TMttmocv 

October 28. 1091 

Pa«e2 

InlxiBatloii«y»temshsv«Eiow caught up with the cument program, 00 f:>r 
the aret time In tiw hutoiy or the pro-am aU the peftidpento have aoo^ 
to adequate aupport lyttemt to aUGur the pro^pram to run amoothfy. Bene- 
flta from theae aUte^}C•the•art tystema can now tieg^ to t>e fiil^ reaUxecL 

How wtU a direct loan progiam efSDct defiiutt ratea? 

The direct loan program doea not addreaa defiiult rates, tnatead It takea the 
ixuaoiiMy flnomdeiaulta. Yet by the moat ooat^ aapect oT the atudent 
ban program and the laaue with the moat preaMng need to be adequately 
addreeaed U the problem of loan delaulta. For flacal year 1901. loande- 
(kulta coat a recxm! 2.3 UUkn doUara and eatimatea are it wUl be even 
higjher thla year. 

Making more ^ant money available to the needleat of atudenta and provid- 
ing more aooeaa to atudent kiana far middle income atudenU will Indirectly 
reduce tome of the source of high ban debulta. But a direct loan program 
opens the door for conUnued fraud and abuse by schools by taking out an 
important set of checks and balaooea. Thia atructiire will alao place 100% 
of the riak of deiaulta on the federal government, risk that la currently 
being shared by kaidera and guarantora. 

What Immediate Impact will a bill calling for a direct Umui program have on 
the atudent loan program? 

In our Intervlewa with lenders acroas the country* we found that if lendera 
are given the clear message U no future for them In atudent bana, 
they will abandon the program in drovea. ThIa ooub dry up the availability 
of funding for atudenta. bavlng littb access to students for bana, until the 
new program la implemented sometime in the future. 

Are there more realistic waya of saving a blllbn doUara by simply modifying the 
current program^ 

By cutting the current default coats of 2.3 btiUon (1091) in half, a savings of 
over a blllton doUara will be reailxad. The money for increased grants and 
assUtanoe for mkidle income fiuniUea can be obtained by cutting default 
ratea. Cutting deliiult rates is noe a focua of the direct ban program. 

Can the current program work vrell with a few vital changea or doea It really 
nouX a massive overhauling?' 

We armly believe that the current strxicture of the Guaranteed Student 
Loan Program ia sound. The current problems are not a rea tofthe 
pro^mm as It atanda today. Many oftheshortcominga.abuaea and oi«r- 
sights that have resulted In die inobbms we are seeing today are being 
addressed. The result of recent measures to curb ineffldencbs and abuses 
will cor e to liaivest in the next several years. 
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Direct Load Program Testimony 

October 28. lOdl 

Paged 

What are Uie changes WESCO recomraencU should be tw\ * ludent 
Loan Program? 

Set up an cllectlvc method of po Jdng school*. High default rates can be 
directly attributed to fra^idulent schools. 

Lenders are experts at collecting on defaulted k)ans. Create regulations 
that provide lewlers incentive for rf»ilggtinif on deiaulted kMUis rather than 
current incentives to simply protect the loan guarantee, Complex due dili- 
gence currently requires lenders to focus all tlieir time and resources on 
following IneOcctlve procedures instead of being able to focus on supporting 
studento In paying back their loans. 

Consistency must be legislated so that Uie constant modifications to the 
regulations cease. The changes that come out oi Reauthorization need to 
be given a chance to work. Much of U« dysftmcUon in the current program 
Is a direct result of the software development Industry s lack of abiUty to 
keep up with complex, volaUle regulations that can change ovenUght. 

tA good example are the changes now being pro^ammers 
surrounding the Budget Reconciliation Act One expert 
estimates those changes will require 200 days of pro* 
jamming in order to put lenders in complUnoe and 600 
days of prograaunlng to put guarantors in compliance.) 

WESCO stands flnnly behini legislation that will rcaUstkally increase the effec> 
tlveness of getUng funding Into the hands of students. We will support legisla- 
tion that focuses on the most costly and pressing problem fiaudng the Guaran- 
teed Student Loan Program today, the problem of skyrocketing default rates. 
Massive changes, such as a direct loan program will take enormous Ume. money 
and reaoureea to property implement. The opportunity to save the Amerk»n 
taxpayer bUlk>ns of dollars by addressing delkult rates will be tost In the thrust 
to net up the new program. 

In recent >'cars much attention haa been paki to Increasing the Inte^ty and 
aocountabttity of the current student toan program. If the focus continues to 
stay on reductton of debult rates, cracking down on fraudulent schools, and 
streamlining the admlnistiatkMi of the foan program with proper informatk>n 
systems, the payc'^ of these measures wlU be seen for many years to come. 

Slncercly» 



Dana B. Olatz 

CEO 

WESCO 
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AMEMCAN GOUHa ON BDUCAnON 



October 28^ 1991 

tht Honofible Clatbome Pdl 
Chtinnan 

Suboonuniltee on Eduoitlon« Arts tnd Humiidties 
Conunittee on labor and Human Retouroet 
United SUIaa Sanata 
935 Rusidl Senate Office Building 
Waihington^DC 20510 

Dear Mr. Chairman: 

We have reviewed S. 1845, which wai cuhmilied to the Committee on Labor and 
Human Retourccf by Senators Simon and Durenberger as an amendment U> S. 1150^ 
whidi would reauthorize the Higher Education Act. 

Since the amendment was Hr»t made public during the mark-up oi me 
Subcommittee on Education on October 24, there has not been sufHdent time to 
explain the provisions of the antendment to our institutiuial members and get their 
reactions, nor do we have adequate analysis at this point to share with them. The 
amendment would make larg^scale complex changes to the federal loan programs^ and 
would transfer substantial subsidy from the loan programs to U\e grant programs. Ihe 
dumges affecUng granU v/ould laigely duplicate those provided In S. 1150. These 
changes to grants and loans would collcctivdy have dramatic impact on the amount of 
assistonce received by millions of students. The following comments on federal loans 
are based on the positions developed by the underdgned associations during several 
months of deliberaUons prior to the transmittal of our reauthorlsaiion proposals to 
Congress in April. 

The most dramatic diange under S. 1845 would be the abolition of the Stafford 
loan program^ and Its replacement by an unsubstdized federal loan program. Ihe 
major subsidy in the Staffotd program la ftat the federal government pays aU interest 
on the student's behalf while the student Is In school. This din^inallon of in-school 
Inteiest subsidy would significantly increase die IndcblcdneM of needy students. We 
cannot support elimination of subsidized (sderal loans and substitution of 
unsubstdized federal loax\s. 

The Increased debt of borrowers wldi low-incomes after leaving school could 
result in txb^me hardship for students who have low incomes after graduation. If 
their incomes were not sufficient for their loan payments to cover the Interest as it 
accrues^ the borrowers' debts would conUnue to inci ease during repayment^ resulting 
in nega';tve amortlzalloa 
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Under S» 1845, student louu would be flntnoed wltti CApltal obtained by Treasury 
borrowing. We support Ods concept And have vcoommended that institutions have 
the option to participate In a new federal loan prpgram based on Treasury bonmving 
that haa inrschool interest subsidy as docs the Stafford loan program. We have 
recommended tfuit fl\e Stafford loan program, and 0ie SLS and PLUS prMfams, be 
continued ttuou^iout Ae period of the next reauthorization, while the wect loan 
program Is being phased in, to allow Congress to make any needed legislative 
adjustments. 

Under S. 184S, loans with income-contingent repayment would be an 
entlttement to all studmts enrolled tialNme or more who apply, The Kmnules 
underlying income<xmlingfnt repayment are extremely complex. We need further 
analysis, induding fhai of outside groups such as the Congressional Budget Office, to 
evaluate fairly the progressivlty factois in & 1845 that determine how mudi borrowers 
would NQMy, and vMd\ categories of studenb would receive greater or lesser benefits/ 
and to assess boUi file federal cost ImpUcafions and die im)Mct on institufional 
workload* A Airdier important consideration is that Ivo^d-scale income-contingent 
repayment requires much more sophisticated counselling of students on fiie impact of 
loeiu on their after-coUege income, which they cannot Imow at fite time they assume 
fiiedebt 

Because many botrowers now have legitimale hardships on entering repayment^ 
we proposed a flexible repayment |4an In our legislative padcage to provide income- 
oontin jpant repayment on an exception basis for students with exoesalve debt service in 
repayment; we believe Ms proposal Is more man^able for the government and 
institutions. It allows most students to repay on a standard amortization bsils under 
whidi it Is easier for students to understand the amount of prlndpal and toterest owed. 

Mud) more extensive analysis and negofiatlon with our Institutfons is needed 
befdre we could devdop a position on the deslreat>illty of income-contingent 
repayment for all studaits. We rocommend that legidattve consideration of full-scale 
income-contingent repayment be deferred pending Oils process* 



Charles E Saunders, Jr. / 
Seni<» Vke President 

On behalf of: 

American Assodaklon of Community and Junior Colleges 

Amerkan Assodation of Sute Colleges and Universities 

American Coundl on Education 

Association of American Universities 

National Assodation of independent Colleges and Universities 

National Assodation of State Universities and Land-Grant Colleges 
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The Honorable Claiborne Pell 
Chairman 

Subcommittee on Education, Arts 
and Humanities 

648 Dirksen Senate Office Building 
Washington, DC 20S10 

Dear Mr. Chairman: 

On behalf of the 41 member institutions of the United 
Negro College Fund ('JNCF), I am writing to convey our 
support for S.1150, your discussion draft of the Higher 
Education Act reauthorization blU. 

We commend your strong commitment to securing 
enactment of a Pell Grant entitlement for low and middle 
income students. The draft clearly addresses the cause of 
equal opportunity for minorities in higher education. 

We are concerned however, about possible legislation 
that Senator Simon may hitroduce to create a campus-based; 
dirf 'st lending program during the Education, Arts and 
Humanities subcommittee mark-up. We at the College Fund 
would like to let you know our position on this proposal. 

While we believe that there may be some benefits to the 
direct loan concept; those benefits are far outweighed by the 
extreme financial and administrative burdens pieced on UNCP 
institutiona by the transfer of lending and collecting 
responsibilities to Institutions of higher education. 

Dr. John L. Henderson, President of Wllberforce 
University in Ohio presented UNCF's views during his March 
21, 1991 testimony before your Subcommittee. In response to 
a question from Senator Kassebaum on the advisability of 
initiating a direct loan program. Dr. Henderson said: 

**I can^t speak for all college and university presidents, 
but I certainly feel that Wllberforce University does not 
want to be in the lending business nor do we want to be 
in the debt collecting buslne^a. We are primarily 
educators, and whereas we are concerned about students 
finding assistance to enable them to pursue a college 
degree, a college education, I Just simply don't think 
lending money and collecting those debts really is in the 
purview of an educational institution...** 



"A mind It a letrible ihins to WMte" 
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PBSe 2 

Letter to Pell 
October 22, 1991 

Dr. Henderson adequately expressed the views of our member 
presidents on thlfi concept. Our member institutions do not 
have the r€«ourceB» fiscal or administrative » to carry out 
this reaponsibility. Dii*oct Ioads are a burden that our 
member institutions simply cannot handle. In our view* they 
should not be compelled to operate a direct loan program if 
they believe that they will be unable to do so. 

Most UNCr^ member Institutiona financial aid offices 
employ 3-5 full-time professionals. They not only dispense 
aid to our students — 90 percent of whom receive some form 
of Title IV assistance but they also provide entrance and 
exit counseling for Stafford Loans, in addition to fulfilling 
other federal mandates related to Selective Service and drug 
free workplace compliance requirements. Almost all of our 
41 -member institutions will not be able to undertake the new 
tasks imposed by a direct loan program without significantly 
increasing the size of theJr financial aid office staffs. 

Smaller institutions such as ours do not have the 
resources to implement the level of management required to 
institute and successfully administer a direct loan program. 
The proposed per loan processing payment to institutional if 
appropriated, is insufficient to reimburse institutions like 
ours which are not In the lending business. Our institutiona 
are primarily educators and are not equipped to be involved 
in the banking arena. 

The fiscal and administrative implications of this 
potential forced undertaking would prove disastrous for UNCF 
students and our institutions. If this bill comes before the 
Subcommittee, we urge you to vote against it. 

Thank you again for your continued support and 
commitment to HBCUs. We offer you our support during the 
reauthorization process. 




Michelle D. Stent 
VP*Government Affairs 



cc: Subcommittee on Education, Arts & HumanitieE^ 
Hon. William H. Gray, III 
UNCF Member Presidents 
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The HonorsbXa Claibotn* PtlX 
Unitod Stftt«i 8«n«t« 

Washington^ DC 20510 

Dear Senator Pell: 

I am writing to expreie my eerloue concern about Senator Pf^l ^ 
propoeai to add direct lending to the Senete bill to reauthorize the Higher 
Education Act ot 1965* 

In general* I am very pleaied with the draft of S. 1150. However. Senator 
Simon* 8 propoeai now requires you to evaluate direct lending, i believe 
that the direct lending Isiue should be coneidered as a pi^ot prograa. If 
at all. 

On the eurfaca, the direct lending proposal has a lot of popular appeal. 
However, it lacks substance; many detaile have not been thought out. as 
written, the proposal is complicated and confusing. Some of my concerns 
include the following: 

1. The propoeai infers this would be a no-cost program. It does not 
address: 

• The costs to the government of borrowing monev to lend. The 
Guaranteed Student Loan program is the only Title iv program that 
depends primarily on private capital as its major source of funding. 

* The costs of government administration of the program. 
The costs to institutions to administer the program. 

♦ The coBtfl to the federal budflet in student loan defaults. 

2. At the beginning o£ the phase-In of the program, lenders would 
immediately withdraw from the Stafford, plus and SLS programs. 
Students would be denied access to a postsecondary education during 
thie period. 

3. using the IRfl as a collection agency would ensure that Americans who 
do not file income tax returns will not repay their loans. It gives 
citizens another excuse not to file. 

Admittedly, there are problems with loan programs today, but they are being 
solved. Default rates have not rieeii appreciably r although the volume ot 
loans and loan defaults have. Default prevention efforts have started to 
work — but they need more time to ^^ truly effective. The senate draft 
bill includes integrity provisi-^ns that will go a long w^y toward improving 
the progrcjvs. 

I strongly urge you to reject Senator Simon's proposal and to proceed with 
consideration of the draft bill as presented. Thank you. 




Cheryl 
Prsaidf^n 
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ATTfttTrrU I L UI ii / M i a 



October 28, 1991 

The Hbnonble S«at(or Pell 
United Stitei Senate 
Wuhuiftofli D.C. 20510 

Deir Senator Fell: 

Leit week Seoetor Paul Simon propoied a direct leading program called IDEA Crcdil to the 
Senate Education, Am (aid Humanides Subcommittee. I am writing to expreu my wiious 
concern atainit thii picposal. 

It appcui Mr. Simon choie to work on hii own agenda as opposed to working through the 
Senate Subcommittee- Pieviouily, the Senate'i original mark-up was well intentioned and 
luited to the moat central needs of today's poit-iecondary itudents. This lut minute 
introduction of a direct loan program by Mr. Simon U not well thouj^t out and thieitens to 
slow «id/or brtMk down the progresi of a bill we are quite pleased with. 

Specifically, the prppoaal does not address the costs to the government for boirowing money 
to lend, the eosu of goveromeat adminlstratkxi of the program, the costs to institutions to 
administer the program and the costs to the Meial budget in student loan defaults. And, it 
is widely antlc^ted that at the phase-in of the progeam, lenders would immediately 
withdraw from the Stafford, PLUS, and SLS programs, thus denying students access to a 
postsecondary education during that period. 

I support the test or trial direct loan coAoqH. I do not support Senator Simon's proposal. I 
urge you to r^ect Senator Simon's piq)osBl and proceed with coniideration of the draft bill 
u originally pxeaented by your committee. 




President 
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OFRCE OF THE PRESIDENT 



October 7, 1991 



The Honorable Claiborne Pell 
U.S. Senate 

SR-335 Russell Senate office Building 
Washington, DC 20510-3901 



Dear Senator Pell; 



I am writing to convey my concerns regarding thf 
Subcommi ttee's rAJttif-hTCrrTAt.^yn proposal t hat would abol 



E« 



HoujSie 

'Jib 

L£Act 



duaranteea~studant program an? , 

UludmAx. Axjgn yrcxffSS: A direct federal lending program as proposiid 
would seriousxy affect a substantial number of Rhode Island 
students and families and also add enormously to the administrative 
responsibilities of increasingly smaller and overburdened colleges 
and universities staffs. 



My specific concerns are as follows: 



I-itr,t, tho curroht stfiirtiir. works quite well and takes full 
advantage of incentives that exii;t in our public/private 
partnership. Even tho proponents of the direct loan program 
preface their statements by acknowledging that the current program 
works well in many places especially in New England. 

Within the framework of the existing program, guaranty agencies 
assume the responsibility of maintaining a quality program and 
through the years have developed sophisticated systems to support 
the program. The current program also provides incentives for 
lenders and guarantee agencies to control defaults and program 
costs. The Rhode Island Higher Education Assistance Authority has 
had demonstrated high quality program management. In 1990, its 
trigger default rate was 2.06%. A direct loan program would remove 
many well established controls and incentives, i believe that the 
proposed program would most likely increase the administrative and 
default costs of the loan program. 

Second, the proposed structure would place the guaranteed loan 
program at risk because there are no assurances or provisions for 
orderly dismantling of the current program. While there is 
language in the proposed bill to pay an administrative allowance to 
guarantee agencies, it's unclear whether this fee is sufficient to 
adequately meet the ongoing financial needs of these agencies, it 
is reasonable to assume, given past experience, that the guaranty 
agency's administrative costs allowance would continually be 
threatened as annual budget targets are reviewed and ^appropriations 
allocated to support the loan program. If the direct loan program 
were adopted, it is reasonable to expect that the banks and 
thrifts, which provide^ ^12 billion in new loans last year, will 
cease their lending activity well before the proposed replacement 
system could be phased in because the lenders would consider the 
present program a ♦♦dead-end^* investment. 
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Third, proponents of the direct loan program assume that a direct 
loan program will vield substantial cost savings for the Federal 
government. They facilely project government savings of >1.4 
billion in the first year of the program. A study conduct .:d by 
Kidder, peabody and Company for the Secretary of Education 
reported, however, that these savings are unlikely to occur. 

Fourth, Not only will there be an increase in program costs, the 
national debt will increase because of the recpiirement for direct 
federal borrowing. In the first year, the debt will increase by 
roughly $15 billion and by $150 billion over 10 years. 

Fifth, it must be remembered that under the proposed direct loan 
program, the U.S. Department of Education will be required to 
operate the current and the new programs until all outstanding 
guaranteed loans arc paid tJll . The Secretary of Education has 
already clearly stated that the Department of Education could not 
effectively manage a direct loan program. The additional expense 
incurred by the Department of Education, servicers, and higher 
educational institutions to establish systems and controls to 
manage a direct loan program would be enormous. Given present and 
certain future institutional budget cuts, the availability of 
sufficient resources to establish the new systems is a major issue 
to carefully weigh in your deliberations. 

Lastly. i^Y ^^'^^^^^ m ^"f* "Q^^ significant con cern is 

p'roDosefi pi-nqram will create a system that will na veinequitable 

Student's ability to secure a loaH l?5l!lfl r iumiBlimil ^ an 
lU ^kl^l^Mf Up'g fcfH^naness or abliiCY ro aaminisxier a ai. recfc loan 
W ^qram Th>g uni ikeiv that all eligible higher eaucatxona l 
institutions would be able to develop, on az^^X^f^Mem^ij^ 
ive basis f The ibiiiTiv io aaministe?"^^ ^^^^^"^^^^^ 
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without an -unambiguous commitment of ongoing program support for 
all concerned parties, it is unreasonable to assume that access 
iiould be preserved either through a complex transition period or 
fefterwards. Without such a commitment, lenders will cease to 
participate in the guaranteed loan program and the very students 
whom the programs were designed to help will be denied equitable 
access to higher education. 

Thank you for taking the time to consider my concerns. If you have 
any questions or comments, please call me at 401-232-6008. 



Sincerely, 




William E. Tiiieheart 
President 

cc: Dr. Richard F. Rosser, NAICU 
El wood G. Farber, RIMEAA 
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STATEMENT OF 
LAWRENCE A. HOUGH 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 

STUDEWT LOAN MARKETING ASSOCIATION 

Sallie Mae welcomes the opportunity to submit this statement to the 
Committee on Labor and Human Resources regarding proposals to convort 
the Guaranteed Student Loan Program (GSLP) into a system of direct loans, 
including the proposal included in S.1845. The Financial Aid for All Students 
Act of 1991. As this committee is well aware, Sallie Mae is the largest 
single holder of guaranteed student loans and has provided funding for $40 
out of every $100 of Guaranteed Student Loans outstanding. We are not a 
disinterested bystander in the current deliberations regarding direct lending. 
As the largest holder, the largest servicer, and the largest investor in student 
loan data processing systems, Sallie Mae's experienced perspective affords a 
unique vantage point from which to comment on the ability of direct loan 
programs to serve the nation's need for education credit. 

Why Abandon A Quart er Century Of Success ? 

In 1965, Congress created a unique model of a public/private 
partnership and charged it with the crucial task of providing education credit 
assistance to, initially, thousands of American families. Before abandoning 
the existing Guaranteed Student Loan Program, we urge this committee to 
carefully consider the extraordinary track record of success the program has 
forged over the past 26 years. The structure included in the Higher 
Education Act of 1965 has proved remarkably resilient, yet malleable enough 
to adapt to the changing demands of the marketplace. The program which 
now serves more than 3 million students and parents each year has evolved 
over time and has absorbed, without any disruption, numerous modifications 
designed to improve the flow of funds, minimize loan defaults, and 
otherwise ensure the integrity of student loans. Over the years Congress 
has painstakingly worked to perfect this system, including the establishment 
of ropriate incentives for lenders to make loans, the creation of Sallie 
Mae .0 ensure the continued availability of loan capital, and the refining of 
the guarantee mechanism that lies at the heart of the program. The end 
result is a national public/private partnership that provides a virtual certainty 
of loan access for students and parents and the uninterrupted fulfillment of 
the government's pledge to make funds available for qualified students to 
pursue a postsecondary education. 

The advocates of direct lending are asking all of us to ignore this 
history and to embark on a great experiment, a course that could jeopardize 
the access of students to the financial resources they need to continue their 
education past high school. Direct lending would have us overlook the 
substantial benefits that accrue from involving the private sector in 
addressing public needs. Students and schools see these benefits every day 
in their interactions with the GSLP - benefits that manifest themselves in the 
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form of one-day turnaround for GSLP applications, electronic transmission of 
data from schools to guaranty agencies, counseling materials and loan 
management software designed by lenders and guarantors for use by 
schools, and customer service innovations developed by lenders and 
guarantors to serve borrowers in the most efficient and effective manner. 
The GSLP is a state-of-the-art program that can be expected to provide 
continually improving service well into the future. 

No matter how one designs a centralized, federally administered 
program, it cannot possibly compote with the incentives that drive private 
sector entities to progress and excel. David Kearns, now Deputy Secretary 
of Education, captured tNs point and, most probably unbeknownst to him at 
the time, the essence of the GSLP system in a speech he gave at Cal-Tech 
prior to assuming his current position. In Mr. Kearns' words: 

We know what works: incentives to perform, standards to 
meet, rewards when those standards are met. That is the power 
of capitalism. Alone among economic systems, capitalism's free 
markets eliminate inappropriate, inefficient and anachronistic 
practices. That, Indeed, is the purpose of markets and the 
purpose of competition. Not 16 serve the owners of capital, not 
to serve the managers, but to serve the customers, (emphasis 
added) 

Before embarking on a direct loan experiment, we should ask ourselves why 
we would choose to move in the opposite direction frofn the rest of the 
world, which is rapidly moving away from centrally controlled allocation 
systems to free markets in a feverish attempt to take advantage of the types 
of private-sector resources, talents, and incentives of which Mr. Kearns 
speaks. 

Can The DePftrtmpnt Of Ed u^?fltt(?n Aftfture The Flow Of Funds Under Direct 

A shift from guaranteed to direct lending will place a huge 
administrative burden squarely In the lap of the U.S. Department of 
Education, one that the Department does not want. Secretary Alexander has 
already made It clear that he does not believe the Department is up to the 
task. Sallie Mae is inclined to take the Sec «;iary at his word in this regard 
and urges tNs committee to carefully weigh the risks before it places 
students' and parents' future hopes of securing student loans with untested 
players, including the Department, which has rarely demonstrated efficiency, 
administrative capabilities, or timeliness in implementing congressionally 
mandateiJ efforts. 

The centralization of the resporiiibility for data management, funds 
control and disbursement, and administrative oversight in the Department 
assumes the existence of up-to-date levels of administrative capabilities and 
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the use of sophisticated automated systems. As last year's hearings by 
Senator Sam Nunn revealed, the Department is far from up to date in its 
administrative and oversight capabilities and in Its management of data for 
current programs. And, while Secretary Alexander has installed a promising 
new management team, it will be years, by the Secretary's own admission, 
before the Department can gain full control over its current responsibilities. 
While we are confident that the Department's new managers will accomplish 
the goals thoy have set for themselves, assigning it herculean new tasks at 
this time will only sap existing resources and worsen existing problems. 

A single example of the underlying challenge is worth noting. In 1 986, 
Congress assigned to the Department the task of developing a central data 
system for the reporting of data on the GSLP. We are all still awaiting the 
implementation, on even the most rudimentary level, of the National Student 
Loan Data System; and this system is being largely developed by private 
contractors, not by Department personnel. To expect the Department to 
design, develop, and successfully implement in a timely manner a data 
system capable of ensuring rhe reliable flow of funds under a direct loan 
program is wishful thinking at best. As Michael A. Gerber, President of the 
Connecticut Conference of Independent Colleges asked in a recent letter to 
Senator Dodd regarding direct lending, 'Is the Federal government able to 
guarantee that it will administer the program so that loan capital will be 
available on a timely basis - yvhen it is needed by students and institutions?" 
Based on its past record, the answer to this question is not promising. 

Can Schools Reallv Be Expected To rteplace Lenders? 

The success of a direct loan system will be dependent on the abilities 
of schools to assume the role that lenders play in the GSLP. There is no 
doubt that schools will have to make a major investment in time, personnel, 
systems, and other resources in order to successfully assume their 
responsibilities under a direct loan program. While some select schools over 
the course of several years may acquire and devote the resources to 
adequately develop a loan system whose structure effectively meets all 
government program regulations, there is mounting evidence that many 
schools will be reluctant and unqualified partners in delivering direct loans to 
their students. While it is conceivable that the largest universities might be 
able to handle such demanding responsibilities! more than two-thirds of the 
participating schools will be small and medium-sized colleges and trade 
schools that lack the skills and experience to manage such a system, tn this 
time of retrenchment and belt-tightening on public and independent college 
campuses across the nation, it is unrealistic to force schools of all types to 
make the major investment in the infrastructure needed to administer a direct 
loan program. 

Sallie Mae understands what is involved In originating student loans. 
In 1990, Sail a Mae provided origination operations support for 200 of our 
lender clients. Our development of a loan origiriMion support program for 
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lenders has grown rapidly over the past five years, yet today we support 
only a very small percentage of the total annual guaranteed loan origination 
volume. This, despite a significant effort to accelerate our capacity and 
cope with the very significant processing challenges and costs of loan 
origination. Moreover, our efforts to master the complexities of loan 
origination received a head start, because we could build our loan origination 
system from our existing loan servicing software. 

The lessons from our experience are important to the direct loan 
debate. Developing loan origination capability is heavily dependent on 
access to well trained people and reliable systems. The three to six month 
origination cycle is replete with very challenging, fast paced activities. 
These include customer service provided by staff trained to explain the 
technical provisions affecting eligibility and processing, application screening 
and thorough review to ensure eligibility, and a contirnious confirmation that 
the disbursement and post disbursement process meets strict financial 
auditing standards. We have found that there are over 100 discrete tasks 
involved in originating a student loan, that loan originators must prepare for 
severe seasonal variations in loan volume, that adequate customer service 
can only be provided through the use of sophisticated technologies and 
systems, and that extensive training and screening of staff is essential when 
an entity is charged with managing someone else's funds and interacting 
with students and their parents during the anxiety producing process of 
applying for and awaiting critical educational loan assistance. And finally, 
the origination process is very costly. Sallie Mae provides its origination 
services generally in instances where a lender is utilizing the corporation's 
secondary market support. The costs of providing this support on a broader 
basis would otherwise be prohibitive. 

The extraordinary challenge this process represents is reflected in the 
expressions of deep concern from those representing schools in recent 
letters to Congress regarding direct loans. These concerns include: 

Our financial aid office simply does not have the resources, staff, 
or expertise to efficiently administer a student loan program." 
(Dolores Cross, President, Chicago State University) 

The vast majority of colleges and universities in this country are 
neither financially nor administratively equipped to take on all of 
the responsibilities of administering a high volume consumer 
lending program as agents of the federal government .... 
Oklahoma colleges and universities are facing r)ew rounds of 
budget cutbacks. Placing additional responsibilities of this 
magnitude will cause unbearable hardships on our colleges and 
universities. (Hans Brisch, Chancellor, Oklahoma State Regents 
for Higher Education) 

Simply put, direct loans are a burden that our (UNCFl member 
institutions cannot bear. The fiscal and administrative 
implications of this undertaking are enormous and potentially 
disastrous for our students and their institutions. (Michelle D. 
Stent, Vice President for Government Affairs, United Negro 
College Fund) 
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The result of a switch to direct lending is certain to be the creation of 
an uneven playing field for students and parents - some will receive high 
levels of service from sophisticated aid offices, others will find the dollars 
they count on caught in an administrative web that breaks down at the 
campus level. It is not that schools will not want to administer the program 
In an efficient manner* but that many will not choose or be able to devote 
the resources necessary to make direct loans. These schools may not wish 
to dip into academic budgets to fund direct loan operations, or reduce 
student services in one area to finance loan administration, or raise tuition or 
fees to cover the costs associated with direct lending. 

While some suggest that schools which are poorly equipped to 
administer the program will be able to utilize contractors to provide the 
required service, the history of contractor provider support for Title IV 
programs, including Pell Grants, Perkins Loans and GSL collector services, is 
a history often marked by uneven, costly and limited service results. In 
instance after instance, experience has shown that when a very large federal 
contracting requirement develops suddenly, a number of contract providers 
fail to deliver desired service levels and subject their customers to serious 
and highly visible program failures. 

Any significant breakdown in service by the government and its 
contractors or the schools and its contractors will have critical and 
immediate implications. Substantial delays in the receipt of funds by 
borrowers or inappropriate disqualification of students for eligibility are two 
very likely failures, neither of which is likely to be overcome by the timely 
intervention of a giant federal bureaucracy. A system which is over 95% 
effective would nevertheless leave 150,000 students and families without 
funds and effective recourse. It is not an exaggeration to predict such 
possibilities and their consequences Nor is it irresponsible to predict that 
the uneven performance by colleges and contractors will exacerbate the 
financial difficulties of many struggling cash-short postsecondary 
institutions. 

Direct Lending Will strai n Federal Resources And Fnndg 

There has been a great deal of variation in estimates of the costs and 
potential savings associated with a shift from guaranteed to direct lending. 
There is no doubt that direct lending advocates are seeking to take 
advantage of unintended accounting gimmickry that resulted from the 1990 
Credit Reform legislation. But is there real money being saved, money that 
could be used to increase other forms of student aid or reduce the costs of 
borrowing for students? Direct loan advocates tout cost savings, but these 
tend to disappear under scrutiny. 

While we have not yet seen an official cost estimate for S.I 845, it is 
certain that such estimates will indicate that the long-term federal subsidies 
associated with direct loans are less expensive than those associated now 
with GSLP loans. However, It is just as important to examine the other 
costs associated with direct lending and to understand their implications for 
the federal budget and for other federal domestic programs, including 
student aid. 
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Direct loans will take significant federal resources to administer and 
schools can be expected to look to the federal government for 
reimbursement of the increased costs they incur. These administrative cost 
burdens are among those that are not included in the subsidy calculations 
required under credit reform, rather they only appear in the appropriated 
portion of the federal budget where they will count against the bottom line 
for domestic discretionary expenditures. When funds are allocated for these 
categories of costs they will compete with funding requirements of other 
student aid programs and a long list of worthy domestic initiatives, such as 
Chapter I Head Start, and WIC. The new bureaucracy which would 
administer a direct loan program will require an annual budget estimated by 
the Department of Education to be more than $500 million. To fund such 
expenditures, Congress must choose either to cut back the funding to 
administer properly direct lending, and thus jeopardize the flow of funds to 
students and parents, or to appropriate monies for these administrative costs 
at the expense of other domestic assistance programs. Despite the apparent 
attractiveness of direct loans on a subsidy basis, the costs now borne by 
lenders will ultimately have to be absorbed within a system which lacks the 
competitive incentives lenders now receive from the marketplace. In spite of 
the assurances from direct loan advocates, there is very little evidence that 
direct loan administrators can match the existing service levels at a lower 
cost. 

This committee must also weigh the merits and potential 
consequences of increasing federal borrowing in order to replace capital 
generated by the private sector. Direct loan advocates are proposing that 
the federal government raise over $10 billion per year in additional Treasury 
borrowing, thus increasing the public debt and, potentially, adding to the 
cost of borrowing. Again, these types of ramifications of the shift from 
guaranteed to direct lending are not adequately captured in existing cost 
estimates. 

Conctusion: Direct Lendin<^ Is Too Risk y A Gamble For Students And Parents 

It is our view that the risks of direct lending far outweigh any potential 
benefits. The announces cost savings which have such allure are, in fact, 
elusive. We doubt that service to students under a direct loan program will 
Improve, it is more likely to decline; the flow of furwls under direct lending 
will be unreliable and access to loans will be a problem. We question the 
claims made by direct lending proponents that federal funds can be freed up 
for use in other student aid programs. Instead, we believe it more likely that 
the federal expenditures associated with direct lending will further squeeze 
the federal resources available for all domestic discretionary programs* 

Students and parents are too reliant on the flow of student loan dollars 
to justify gambling that an untested proposal will be a suitable replacement 
for a program that has provided $115 billion to 21 million borrowers over the 
past quarter century. We strongly urge this committee to abandon the 
notion of a cumbersome federal direct loan program and to continue efforts 
to improve the existing guaranteed student loan program. 
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Vrgantiing andActvocafino (or Students Aaois the Country' 



United States Student Association / 815 15th St.. NW Suite 838 / Wast^lngton D.C. 20CO5 / (202) 347-USSA 
October 28, 1991 FAX# (202) 393-5886 

Members, 

Senate Labor and Human Resourcctrs Committee 
Dear Senator, 

We are writing on behalf of the 3.5 million postsecondary students represented by the 
United States Student Association (USSA) regarding S. 1645, the *Tinancial Aid for All 
Students Act of 1991,** that was introduced by Senator Paul Simon and Senator David 
Durenberger. Because of fortuitous timing, USSA's Board of Directors - consisting of 67 
students from all over the country - met in Washington, D.C. over the weekend (October 
25-26, 1991) and discussed S. 1845. We brought this bill to the attention of our Board since 
certain elements of S. 1645 were ones that had not been previously reviewed by our 
organization. 

While the USSA Board of Directors appreciates the intent of Senators Simon and 
Durenberger, USSA is concerned about many of the bill's provisions, including those 
regarding Income-Dependent Education AMistancc, and ask you to jQfit incorporate those 
elements Into the S. 1150, the "Higher Education Act Amendments of 1991." USSA, 
however, wishes to emphasize our strong support for your Committee's consideration 
of the direct lending of student loans by institutions. While we have many concerns 
regarding how a direct lending system would be phased-in and executed, we are very 
supportive of the concept because of the enormous savings and enhanced simplicity of 
such a system. This letter will detail these concerns. 

Basically, USSA recognizes that the Stafford Loan program has enabled countless 
students to pursue a postsecondary education. However, our recommendations for the 
Stafford Loan program and repayment options are accompanied by our strong belief that 
a Pell Grant entitlement is a necessary prerequisite to making our loan programs work in 
the interests of current and potential postsecondary students, as well as our Nation. 




COMMENTS BY USSA REGARDING S. 1845 

Titfg I - Pgll Grant KnHtUmmt. r,Mduate AMiatan«>. and Pv^lU nre Srholar^ihtpa 

USSA strongly believes that Pell Grants shoukl be an entitlement; in fact, it is the 
number one priority of our organization during this reauthorization process. USSA is 
also strongly supportive of extending grant eligibility to needy first-year graduate 
students. Hence, we salute Senators Simon and Durenberger for their attempt to add 
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more certainty and funding to the Pell Grant program, and to extend Pell Gran ebgib llty 
to first-year graduate students. S. 1845, however, does NOT mandate a true PeU Grant 
entitlement; instead, a student eligible for the maximum Pell Grant would ««"^he 
maximum grant funded through the appropriations process phlfi an additional WOO (and 
so on). In addition, we believe that the appropriations ccnunittees - in a time of fiscal 
anstraints - would reduce what they would have funded for the PeU Grant maxunum by 
$600 in recognition that an additional $600 would automatically be added on to the 
maximum under S. 1845. HfPff VirSA Mimi \M this PrgvlsigP dm M\ m^'iM 
r.r,nKi into a tru» ^n>iri,ment. and ^n„M Pvim fail to ensure that the ngf d>e?t 
f fiyplvff an adH Uinnal <600 Pgll Ij^rant award. 

In addition, while USSA supports the concept of the $1000 Excellence Scholarships, we 
are concerned about the use of standardized test scores, class rankings, high school 
coursework, and early intervention program participation to detennine students 
eliKibilitv. While we laud efforts to improve students' academic performance, 
preparation, and participation in important early intervention programs we b« 'eve 'hat 
finandaLneed should be tiie ultimate determination of student aid awards. Students 
who s^ore high on standardized tests, have high cUss rankings, take college preparatory 
courses, and complete early intervention programs are more likely to receive merit-based 
scholarships and to be motivated to overcome tht financial bamers to a higher 
education Financial need should be tiie ultimate determination of student aid awards, 
not tiiese very difficult-to-meet criteria. Also, H.R. 1150 already includes authorization of 
$1000 ACCESS scholarships tiiat are similar to the intent of these Excellence Scholarships. 

Tttu II . intin" ».n>p>nd#nt Fdiifatinn AmttoUncc 

We wish to emphasize that our opposition to S. 1845 is joimaiilx based on tiie IDEA 
portion of tiie bill. USSA does support tiie idea of income-sensitive methods of loan 
repayment, but feels that S. 1845's construction of income-dependent loan assistance is 
objectionable. Basically, USSA's Board of Directors objects to S. 1845 for tiie foUowing 
reasons: 

(1) S, 1845 would exacerbate the loan/grant imbalance, particularly among dependent 
students. S. 1845 would replace the Stafford and Supplemental Loans for Students (SLS) 
witii IDEA credit. Currentiy, independent shidents (and in exceptional cir™'nf«ancM, 
some dependent shidents) are eligible for SLS. For shidents not eUgible for SLS, S. 1845 
inaeases tiie maximum loan limits under IDEA by $3,975 to $4,000, but only '"creases tiie 
maximum Pell Grant by a $600 entitlement. S. 1845 would thus ipcrgase these students 
dependence on loans. 

However, independent (and otiier) students currently eligible for Stafford and SLS loans 
would see a dramatic decline in the loan amounts they can borrow (between $500 and 
$1,300) - which USSA finds objectionable in light on skyrocketmg college costs. 
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Annufll Loan Limits 




Current 


S. 1845 


Difference 


Steffofd SLS 






$2,625 


$6,500 


$3,975 


$2,625 $4,000 


$6,500 


•$500 


$4,000 


$8.0C0 


$4,000 


$4,000 $4,000 


$8,000 


0 


$7,500 $4,000 


$11,000 


•$500 



Undergraduate 

Isi & 2nd Year Dependent Students^ 
" Independent Students 

Other Dependent Undergraduates^ 
" Independent Undergraduates 

Graduate/Professional^^ 

* The PLUS loan program for parents of dependent students would continue under S. 1 845. 
Under S. 1845, medical and other high-cost doctoral degree students would be eligible for up to 
$20,000 of IDEA credit. Students in extraordinarily high-cost graduate degree programs would be 
eligible for up to $30,000. 



(2) S. 1845 would eliminate the in-school interest subsidy on student loans and therefore 
would significantly increase studenU* loan burdens. The bill would also eliminate loan 
origination fees and insurance premiums. USSA is not convinced that these two factors 
"cancel each other out." In fact, Senators Simon and Durenberger's own statistical 
analysis indicate that many students would see an increase in their total student loan 
indebtedness after graduation. This inaease would be even larger if the Senators 
compared the IDEA proposal to the current system (with the 8% Stafford Loan interest 
rate) rather than with S. 1150 and its increased interest rate. 

Elimination of the in-school interest subsidy would particularly hurt middle-income 
students who have increasingly financed their education with loans as they have been 
shut out the Pell Grant program. They directJy benefit from the in-schoo) interest 
subsidy, and stand to lose a great deal from its removal. 

We only have to look at the current SLS program to see the adverse affects of a loan 
program lacking an in-school interest subsidy. Looking at an actual Repayment 
Addendum and Disclos ure Statement from a lender to a SLS borrower, a student from 
Louisiana, shows that after she makes repayments on her SLS loan of $4,000 over the 
next nine years, she will have had to repay $8,362. She will have to pay $8^62 for a $4,000 
loan. It's crazy that poor people are expected to pay twice as much for their education! 
Now, S. 1845 attempts to address the problem under the current Income Contingent Loan 
program of students forever paying off their loans because of negative amortization - tliat 
is, students whose low-paying jobs result in their paying off the interest but never 
touching the principal, and remaining indebted for life - by forgiving their IDEA loan 
after 25 years of repayment. Well, 25 years is a long time to keep penalizing students, and 
is hardly an incentive to take out an ever-growing loan. 



(3) S. 1845 does not sufficiently address the underlying reason why students default on 
their student loans. The bill assumes that all of these students won't pay back their loans 
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rather than recognizing that most of them simply fian!! pay them back. While USSA 
shares Senators Simon and Durenberger's concern about the increasing coste of Stafford 
Loan defaults, we believe that better loan coUcctions through the Internal Revenue 
Service i« not the answer. What Is despcntely needed is an increased commitment to 
retention programs and grant programs, including a Pell Grant entitlement. 

There are many reasons why students default, including ones for which it is unfair to 
assign blame to the student. H^if of Stafford Ix>an defaulters are drmu^ Um 
no ffty^ndArv programs. These people are not likely to have the job prospects or 
enhanced earning power that accompany a postsecondary degree or certificate, and thus 
face difficulty repaying their loans. Many student loan defaulters WANT to pay back 
their loans; they just CANNOT. We ask: what does $,1845 do to help dtsadvar -ed 
students stay in school and thMS be able to graduate and repay their student loans? Does 
S. 1845 reaily increase the amount of grant assistance to needy college stunts? Does S. 
1845 improve postsecondary student support services to ensure that disadvantaged 
students persist in hisher education? 

We wofld also like to point out that ev^n though total student volume has quadrupled 
in the last decade, a consistent 90 percenl of students DO repay Uieir loans. USSA Is NOT 
suggesting that the 10 percent of loans that go into default are not significant or reason tor 
us to carefully consider ways to improve the percentage of students who repay their 
loans. Hence we are very supportive of S. 1 ISO's efforts to deaease the nun^ber of 
defaults and to redure fraud and abuse in the shident loan system. We hear from too 
many shidents who fall through the cracks and end up defaulting on their loans, or who 
have been ripped off by fraudulent schools. In addition, however, we must strengthen 
our investment in the retention progrants - including the TRIO Programs for Students 
from Disadvantaged Backgrounds - that enable students to stay In school. We must 
make Pell Grants an entitlement ... which would deoease the amount of low-inoome 
students forced to take on huge loans to pay for their postsecondary education and 
inaease their persistence rates. We must also ensure thct shidenis have all the 
knowledge necessary to make good decisions and to be responsible and informed student 
loan borrowers - and S. 1150 would definitely help in this area. Without these changes, 
better loan collection techniques through the IRS will nfit help improve the number of 
students P^Y^^Z back their loans. 

(4) S, 1845 is likely to complicate, not simplify, the stiidcnl loan repayment process. 
While USSA strongly supports the idea of income-sensitive loan repayments as a more 
fair and manageable way for students to repay their loans, we have concerns about S. 
1845's particular way to collecting income-dependent loan repayments. 

♦ Where are students supposed to turn to for counseling and information on their 
student loan repayment options and problems? The IRS? The current system is far 
from perfect, but at leasfc students can work with their lender on deferment and 
forbearance options. Wiil the IRS provide counseling? What if a student is 
drawing a salary and having inaeased employer withholding for their student loan 
repayment, but has genuine hardships? 
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♦ How can students predict what their monthly loan payments will be? After 
graduation, a student's earnings are probably the most unpredictable aspect of 
his/her life! Won't employers have increased admlnisliative expenses as 
participants in loan collections? Will they and the IRS get administrative cost 
allowances? 

♦ How about self-employed loan borrowers? When and how would they repay their 
loans? 

♦ Isn't IDEA a disincentive to working? If you never work and file taxes, you will 
never have to repay your loans? How do we track genuine defaults? 



Difgct Lending 

At USSA's 44th Annual National Student Congress held in August 1991, students from 
all over the country voted to support the concept of the direct lending of student loans by 
institutions. We support the development of this idea for the following reasons: 

* Simplification of the loan application, delivery, up dating, and repavmeiit 
processes ... and reduction of loan defaults. The current GSL structure of more 
than 13,000 lenders, over 50 guarantee agencies, and many secondary markets 
results in an overwhelming system of multiple application forms, fees, 
paperwork and massive confusion for too many students. By contrast, the 
Perkins Loan program is far easier for students to understand and use. USSA 
believes that many defaults are the result of the complexity and confusion of 
this system that leaves too many students with too little information and no 
sense of who to go to for answers. 

* Increased efficiency . Because of the complicated nature of the system, students 
experience numerous delays in getting their loans, causing much hardship: 
students are penalized for paying their tuition bills late or are dropped from 
their classes, and have difficulty paying their child care costs or putting food on 
the table. Under a direct loan program - like the Perkins Loan program - a 
school could process and deliver a loan along with a student's regular financial 
aid application. In addition to reducing paperwork, the school would have 
direct control over the timing and distribution of loan funds. Hence, students 
would receive their loans more promptly. 

* The possible elimination of originaUon fees and insurance premiums. 

* The possibility of substantial savings (a reduced need lo pay the special 
allowance rate) that could be channeled into increased grant aid. Estimates of 
savings range from $600 million to $1.4 billion. 

* Automatic loan consolidation. 
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* Reduction in defaults/lpetter counseling . If schools originate the loans along 
with the regular financial aid application, students would get more and 
immediate information on how and when to repay their loans, and deferment 
and consolidation options. In addition, a Harvard study found that a direct loan 
program would reduce or simphfy 44% of its administrative functions associated 
with the current Stafford Loan program. A deaease in the administrative 
complexity for institutions would mean that schools could devote more of their 
energies on reducing defaults through better counseling of student loan 
borrowers. 



However, as this committee looks into Senators Simon and Durenberger's direct 
lending proposal in S. 1845, USSA asks that you carefully consider the following 
questions: 

♦ Will there be a dequate capital so that the loan program will remain an 
entitlement under which every student who is eligible for the program can get a 
loan? 

♦ Will there be a phase-in period so that there is opportunity to assess and address 
problems in the system? 

♦ How do we prevent instihitions from "rgj-lining" students they consider risky 
borrowers? Since institutions are being held responsible for high default rate> 
(i.e. high default schools are being cut off fiom participation in student loan 
programs), will they deny loans to students whom they think are likely to drop 
out and default? Will this end up denying first-^^mcratm college students, and 
students from low-income und ethnic minority backgrounds access to loans and 
a postsecondary education? 

♦ If financial aid offices at direct lending institutions take on new overhead costs 
and thus require additional funding, will there be new costs passed on 
stude nts? Wouid direct lending really eliminate the ne-i for origination u.es 
2nd insurance premiums? If there are savings from restructuring the loan 
program, will they go to student aid programs? Or will all savings be lost to new 
administrative costs for the Department of Education and Institutions? 

♦ Will nnntraditionai students - older Students, part-time studeiits, and evening 
students - receive adequate services regarding loans if financial offices are only 
open during the day? 

USSA looks forward to further discussing these issues as you consider direct lending 
proposals, and stands ready to be of assistance. We Ihlnk that the direct lending could be 
a powerful way to ensure that student loans work In students* interests. 
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Lastly, USSA urges you to consider following the lead of S. 1845 and work to eliminate 
student loan origination fees and insurance premiums. We are concerned that S. 1150 
preserves the current origination fees ;.nd insurance premiums, and imposes new ones 
on SLS loans. Students apply for financial aid because they do not have a lot of money. 
How can we then expect them to pay application fees, origination fees and insurance 
premiums? Right now, students are often charged an application fee when they apply for 
financial aid. And since 1981, the Higher Education Act has authorized lenders to collect 
from Stafford Loan borrowers an origination fee equal to 5% of the loan's principal to be 
paid to the federal government in order to offset the costs of federal in-school subsidies 
and special allowance payments to lenders. In addition, Stafford Loan borrowers may be 
charged up to 3% of the loan principal as an insurance premium to defray guaranty 
agency default costs. In other words, under the current system, a student who is 
supposedly receiving a $2500 Stafford Loan is really receiving $2300, but must repay the 
loan as if he/she had received the full $2500. There is currently no origination fee 
attached to the Supplemental Loans for Students or the PLUS programs, but SLS 
borrowers have to pay an insurance premium up to 3% of the loan principal. 

In conclusion, USSA strongly supports tlie intent of S. 1845, especially in regards to the 
Pell Grant entitlement, direct lending, and the elimination of origination fees and 
insurance premiums. We would encourage the Committee to consider income-sensitive 
methods of loan repayment in which students' needs are the priority. In addition, we 
hope you will consider our critique of S. 1150 which was sent to Senator Claiborne Pell on 
October 22nd when the Committee marks-up S. 1150 on October 30th (a copy of our 
critiques are enclosed). 



Sincerely, 



Tajel Shah 
President 



Selena Dong 
Legislative Director 
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Senator Pell. We now come to our first witness, David Kearns, 
who has a wonderful background in business and education. 
Mr. Keams. 

STATEMENT OF DAVID T. KEARNS, DEPUTY SECRETARY, U.S. 
DEPARTMENT OF EDUCATION, WASHINGTON, DC 

Mr. Kearns. Mr. Chairman, thank you very much. 

I must admit I am a little challenged. The Senator called you a 
"general" and the Senator himself a "private". I'm not sure what 
that*Tnakes me, but in any event, I am pleased to be here and re- 
spond. 

For the record, I will summarize from my testimony that was 
submitted earlier for the record. 
Senator Pell. Your testimony will appear in full in the record. 
Mr. Kearns. Thank you. Senator. 

We too are very interested in the same directions that Senator 
Simon and you, Mr. Chairman, indicated of making education more 
accessible and are pleased with much of what is in the Higher Edu- 
cation Authorization Act directionally and are in agreement with 

most of it. , , i. J . T 

My boss, Lamar Alexander, would have been here today, but 1 
am substituting for him; he is with the Governors in Kansas and 
Missouri today, talking about State education issues and solutions. 

There isn't any question that the current system of student loans 
must be fixed, and it has got to be brought under complete ( .ntrol. 
I believe it needs to be brought under control before an entirely 
new system is considered. 

We know the problems with the current delivery system, and 
these problems in my mind can be fixed. We have administrative 
improvements that are underway in the loan pro-ams, and the 
Senate has incorporated many important program integritjr meas- 
ures that have been proposed by the administration, and this issue 
of integrity is very important. 

The administration supports many of the principles and goals in 
S. 1845 such as the targeting of aid oi. those who need it the most 

Where we differ— and we do differ strongly, Mr. Chairman— how- 
ever, is in the implemeutation of these principles. We do not sup- 
port the creation of new entitlement programs, and we are con- 
vinced that replacing the Guaranteed Student Loan programs with 
a direct loan structure is far too risky and uncertain to pursue at 
this time. 

There are good reasons to doubt that the loan program proposed 
would in fact save $2.7 billion annually. The primary reasons for 
concern here are first that payments by low-income borrowers 
would not cover the government's cost of borrowing so that the 
true cost of this program would depend on the mix of borrowers, a 
factor that is very difficult to predict. 

Second, the bill is not clear on what fees would be provided to 
schools in exchange for originatini loans. 

Third, while using the IRS as a collection agent does have 
appeal, it may prove very complicated and would not in any case, 
in our opinion, eliminate defaults. 

' 72 
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We have other more general objections to the direct loan propos- 
als. One is whether schools could shoulder the new administrative 
burdens involved, and second, the resultant increase in the Federal 
debt and annual borrowing under the provisions of this bill could 
under the increased programs be up to $20 billion a year, or $100 
billion over the next 5 years. I believe that the perception of in- 
creasing Federal debt substantially at this time is not the right 
thing to do. 

In summary, we know that there are problems with the current 
Guaranteed Student Loan system. However, the solutions that 
have been proposed to remedy these problems and the massive 
change in the delivery of loans at this time we believe is not re- 
quired. 

Instead of potentially disruptive attempts to replace the GSL pro- 
gram, the current system must be revamped to provide incentives 
for efficient operations. Ste^, to accomplish this would include 
giving the Secretary significantly greater authority to address 
weak guarantee agencies; examining the level of compensation pro- 
vided to lenders from special allowance payments, and encouraging 
the States to play a much more active role in the institutional eli- 
gibility process. 

The administration has already indicated in a report to the 
House of Representatives on their bill that President Bush's senior 
advisors will recommend that he veto any bill to reauthorize the 
higher education authorization bill that includes either new enti- 
tlements or a direct loan program. 

I urge you to carefully consider these issues as you work through 
the reauthorization process. ^ 

Thank you very much, Mr. Chairman, Senator Simon. Fd be 
pleased to answer any questions that you might have. 

[The prepared statement of Mr. Keams follows:] 



ERLC 



7ij 



66 



Testimony By 

David Keams 
Deputy Secretary for Education 

Mr. Chairman and Members of the Committee: 

I appreciate the opportunity to come before you today and offer the 
Administration's views on S. 1845, the Financial Aid for All Students Act of 1991. This 
proposal raises several issues that are critical to the reauthorization of the Higher 
Education Act of 1965 (HEA), and I assure you that Secretary Alexander would be 
here to testify today were it not for a longstanding out-of-town commitment. 

Let me begin by saying that, as Senator Durenberger has pointed out, the 
Administration supports many of the principles and goals underlying S. 1845. The 
Administration stroi^qly supports the targeting of Federal education resources, 
including student financial aid. on those who need them the most, and we see the 
rewarding of excellence as one of the cornerstones of education reform. As you 
know, our proposals for reauthorizing the HEA include a substantial increase in the 
maximum Pell Grant, higher loan limits, use of income to determine graduated 
repayment schedules. Presidential scholarships rewarding high academic 
achievement, and the expansion of early intervention activities. 

Wnere we differ strongly with S. 1845, however, is in the implementation of 
these principles and the means to be used to achieve these goals. do not 
support the creation of new entitlement programs, and we are convinced that 
replacing the Guaranteed Student Loan programs with a direct loan structure - an 
idea evidently now seen as a panacea by some in Congress - is a far too risky and 
uncertain proposal to adopt at this time. 
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The Administration has already indicated, in a bill report to the House of 
Representatives on H.R. 3553. that President Bush's senior advisers will recommend 
that he veto any bill to reauthorize the Higher Education Act that includes either new 
entitlements or a direct loan program. 

The Administration opposes the creation of the entitlements in S. 1845 - the 
Pell Grant. Excellence Scholarship, and Early Intervention programs « for the 
following reasons: 

• First, entitlements are the fastest growing area of Federal spending, and thus 
the biggest cause of deficit growth. 

• Second, entitlement programs deter both the Congress and the Administration 
from responding to changing needs. We simply should not restrict the Fedr 
Government's flexibility even further through new entitlement programs. 

• Third, it is not correct to describe the new entitlement programs created by 
S. 1845 as ''shifted entitlements." implying that they have no cost, when they 
are to be funded by ^'savings" that are not supported by reasoned analysis, it 
is questionable whether any of the changes are funded - as required by the 
Budget Enforcement Act of 1990 - under pay-as-you-go rules. 

This last point takes us to the heart of S. 1845: the Income-Dependent 
Education Assistance (IDEA) Credit program. S. 1845 is premised on the belief that 
this direct loan proposal would save $2.7 billion annually, which would then be ' 
available to fund the Pell Grant. Excellence Scholarship, and Early Intervention 
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Program entitlements. There are good reasons to doubt the savings that have been 
claimed for this and other direct loan proposals. We should not create large and 
complex new programs based on as yet unknown and unlikely to be realized 
savings. It is Important to note that the Chairman of the House Committee on the 
Budget objects to the House HEA reauthorization bill because of similar concerns. 

As I have noted, the bill assumes that the IDEA program will save $2.7 billion 
compared to the cost of the Guarar.teed Student Loan programs. No details have 
been provided to support this estimate. Several aspects of the IDEA program make 
it very difficult to predict its true cost: 

First, because payments by low-income borrowers would not cover the 
Government's cost of borrowing, the true subsidy level of this program would depend 
on sufficient participation by middle-income and high-income borrowers. With any 
income-contingent loan program there is a danger of adverse selection: students 
planning low-income careers will choose the program in such a proportion as to 
require a higher Government subsidy. In other words, the mix of borrowers will 
determine the cost of this program: the more low-income borrowers, the higher the 
cost of the program. 

Other factors also may increase the costs of the IDEA program. For example, 
the future incomes of college graduates may not be as high as the savings estimate 
assumes. Also, the savings estimate could not include fees, because the bill does 
not indicate what fees, if any, schools would be given to originate loans, or what 
additional administrative requirements would govern the provision of loan capital to 
the schools. 
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In addition, while using the IRS as a collection agent may seem an attractive 
solution to current difficulties in collecting student loans, the reality of this bill would 
be much more complicated. We question the claim that IRS collection as outlined in 
P 1845 would virtually eliminate the problem of defaults. This claim seems 
exaggerated for two reasons: (1) large numbers of Americans are not required to file 
income tax returns; and (2) the complete loan forgiveness that is provided for any 
outstanding balance remaining after 25 years is really a default that must be paid by 
the Government. 

It is also unclear whether the savings estimate for S. 1845 includes the very 
significant administrative costs that would be incurred by the Internal Revenue Service 
and the Department of Education. The idea of involving the IRS in collecting student 
loans has appeal, but the success of such involvement would deperd upon how the 
details are implemented. And careful analysis of these details would be required. 
The Department of Education will be working with the Department of Treasury and 
the Committee to explore this notion, because it may have merit without regard to the 
direct loan context. 

In addition to questions about the specific provisions of the IDEA proposal in 
S. 1845, the Administration has other more general, but no less important, concerns 
about any large-scale direct loan program. 

• First, many schools would shoulder new administrative burdens, placing too 
much responsibility for the control over Federal funds with schools that have 
little or no experience in originating loans. At a time when the soundness of 
student financial aia management at many postsecondary institutions is being 



ERLC 



70 

questioned, it would not be prudent to expand our reliance on these 
institutions. And, because responsibility for collections would shift to the IRS. 
existing procedures and systems of all kinds would have to be changed. 

# Second, borrowing by the Treasury to finance any direct loan program would 
increase the national debt, for which the Government must pay interest. With 
the significant expansion of loan eligibility and loan limits included in the bill, 
annual borrowing could approach $20 billion. That's a $100 billion increase in 
the Federal debt in the just the first five years of implementation. This impact 
of a direct loan program would be immediate, while loan collections would not 
be significant for many years. 

• Finally, wo should not recreate the wheel and create a new delivery 
mechanism. We already utilize 10.000 banks that are the most effective loan 
contractors in their respective communities. We should be identifying 
incentives for efficiency that will drive these existing contractors to run the 
existing p ograms at lower cost to the Federal Government. 

The problems of the GSL program are well known. The ways to fix it are also 
clear. They are included in the Administration's bill and many of them have been 
adopted in the Subcommittee's program integrity provisions. We can fix the GSL 
program without incuning the risks, costs and problems of a direct loan program. 

Thank you, and I will be happy to take any questions you may have. 
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Senator Pell. Thank vou very much. 

Is it your own thought that the department could administer a 

Brogram similar to the one proposed by Senator Simon and Senator 
lurenberger? 

Mr. Kearns. I think the department could administer it, or we 
could probably find agencies or people to do that. But while the 
banks out there today are having a lot of difficulty, we have loan 
origination functions in each city across the Nation, and it seems 
to us that the key thing we need to work on at this time is the 
integrity of the system. 

I believe that the biggest issue that is involved here is in fact de- 
faults, and I am not convinced that going to direct loans solyes the 
default issue. 

As I did say in my testimony, we do find the IRS collection proc- 
ess an appealing thing to look at. It could be very complicated and 
very costly, so I hink it is important for us to work with you, 
which we would be very pleased to do, to work with the IRS, with 
the Senate committee, to see if there aren^t ways that we could 
work through an IRS collection system. 

But until we put teeth into the integrity of this system, which I 
am most concerned about, that is, that we have teeth that the 
schools, particularly the proprietary schools, are providing a good 
education so that students who go through those schools can get 
good jobs and then repay the loans, then I don't think the default 
problem will go away. 

Senator Pell. I think, too, with the involvement of the Internal 
Revenue Service, we'd have to work with the Finance Committee, 
and the House would have to work with the Ways and Means Com- 
mittee. How long do you think it would take to get a program of 
this sort up and running? 

Mr. Kearns. Well, I don't know the answer to that, Mr. Chair- 
man, but I think it would take substantial time to do, and we 
would have to run two systems at the same time. As we put a new 
system into place, we have all the old loan businesses to run out. 
You'd have to have a management team to run the old process and 
have incentives in that system at the same time you bt ild up the 
new system. It would take a substantial amount of time in my 
opinion to put a new system into place, and I believe it is impera- 
tive that we fix the system that w<^ have currently and build integ- 
rity into the system. 

Senator Pell. What would be the cost? 

Senator Durenberger. I wonder, Mr. Chairman, if Mr. Kearns 
couldn't pull the mike a little closer. 
Mr. Kearns. I'm sorry. Senator Durenberger. 
Senator Durenberger. Thank you. 

Mr. Kearns. We don't know what the cost of a completely new 
system would be, but it would be very substantial, and I think de- 
ciding who would run the new system, what is the most efficient 
way to do that, and are there elements of the current system that 
we have that could be changed that would assist you in doing that 
would determine the costs. But they would be substantial. I can't 
speak for the IRS, but we have had meetings with the IRS, and de- 
pending on what the collection method would be, it would have a 
significant impact on the costs; but they would be large. 
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Senator Pell. Thank you very much. 
Senator Simon. 

Senator Simon. I think Senator Durenberger is next. 
Senator Pell. We welcome Senator Durenberger. 
Senator Durenberger. Thank you, Mr. Chairman. 
Let me just say this. I am not an expert on higher education, Mr. 
Chairman, and I have all my life respected the contribution that 
you have made in this area. Without you, an awful lot of Ameri- 
cans would not have benefited from higher education; and I would 
say without you, there are an awful lot of higher education institu- 
tions that might not be in existence. 

I am a Johnny-come-lately to the financing side of higher educa- 
tion. I come out of the health field, where I think the problems are 
very similar. I would say that the weakness in the proposal that I 
am collaborating on with my colleague from Illinois is that we may 
make higher education too available to too many Americans. That 
is probably its one weak link. On the health care side, I am part of 
the incremental reformists who believe that unless you fix the 
costs in the system of health care, vou will never guarantee univer- 
sal access to everybody. I think the same thing is true in higher 
education— unless we do something about the costs of higher educa- 
tion. Until we are able to determine what quality is in higher edu- 
cation, we are not going to be able to guarantee universal access. 

However, having said that, the people of this country are suffer- 
ing from the glowing disparity between the haves and the have- 
nots in education, and that is both the haves and the have-nots on 
the college side and on the student side. 

I didn't invent the proposal we are reviewing todav any more 
than my colleague from Illinois did; there are people who have pre- 
ceded us. I think Congressman Tom Petri (R) from Wisconsin prob- 
ably deserves more credit than anybodjr else, although there are 
people in this audience, some of whom will be testifying today, who 
will indicate that this is not a new idea. It just happened to have 
landed here about 4 days prior to a markup, at l^ast by way of in- 
troduction, but it is not a new idea. 

Mr. Secretary, let me just say I think if the issue in America 
today is access for middle and low-income Americans to public 
services that you are missing the boat if you don't do a better job 
than you have done so far in analyzing the merits of this kind of a 
program. . . 

I hope it is not the simplicity of the program, I hope it is not the 
history of the so-called direct loan program—which this is not— al- 
though there are similarities. This is not the old income-based loan 
program nor is it the direct loan program you saw on the House 
side. And I can only plead with you as we go through the process of 
re-examining the Nation's commitment to its citizens of access to 
higher education on some kind of an equitable universal basis, that 
the administration will take a careful look at its current objections. 

There are entitlement aspects, but I think we have been very 
careful to try to avoid some of the entitlement aspects that the ad- 
ministration has objected to. I am not sure where the notion of 
riskiness comes into all of this. I know there is a question as to 
whether or not it saves $2.7 billion, but there is no question about 
the fact that it would end up saving money. 
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And I think eoing through the list of the objections which have 
been made by the administration, there are some with merit, and 
there are some that deserve further hearing, and I can only say 
that I hope this is the first in a series of hearings that we will have 
on this subject. I think this is neither a Republican nor a Demo- 
cratic proposal. You've got two people whose approaches to this 
subject are radically different. I am sure my colleague from Illi- 
nois, given the opportunity to plan some national health insurance 
program or some universal access program, would delivei it tomor- 
row, as many of his colleagues would. I am more of an incrementa- 
list as we approach this, more of a "let's fix the system first 
person. , 

But I think we have come together here because others nave 
found the middle ground before we ever came to it. We are just 
sort of lifting up their ideas and asking this committee, the Senate, 
and certainly asking the administration to look at it more careful- 
ly. 

[The prepared statement of Senator Durenberger follows:] 
Prepared Statement of Senator Durenberger 

Mr. Chairman, I want to commend you for holding this hearing 
on such short notice in order to review recent proposals to reform 
the guaranteed student loan program. I also want to commend you 
for your previous work in this area. In fact, it was your leadership 
that was one of the first to bring attention to the idea of income- 
based loan repayment back in 1978 during the Carter Administra- 
tion- . . , . 

As I am sure you know by your experience in this area, it is very 

complicated and I think it is vitally important that we not just 
rush forward to get a reauthorization bill out for the sake of get- 
ting it done and that we take the time here in this committee to 
fully analyze all the possible options about what is the best way to 
fund higher education in this country. 

Much of our discussion here today will be about the financial 
squeeze on lower and middle income Americans caused by the 
rising cost of education and the failure of our current finMicing 
system to keep up with those rising costs. That squeeze is real, Mr. 
Chairman, many middle-class families are being squeezed out of 
being able to afford higher education of any kind. 

The other part of our discutsion, Mr. Chairman, is the growing 
disparity between the workforce demand and workforce capacity. I 
would contend, Mr. Chairman, that this bill is the biggest long- 
term unemployment bill we will consider this Congress. 

We are at a crossroad in higher education in this country. As 
members of this committee, we must ask ourselves, is the current 
system meeting existing needs and will it be able to carry us into 
the 21st Century? ^ , 

If this were health care, I would say lets take this in incremental 
steps. But in the world of education, we cannot wait five years. The 
current system is not working, we need fundamental reform. 

Mr. T iairman, let me walk through a few examples starting 
with a few letters from constituents in Minnesota. These letters 
show < he reality of the current system, that it is broke. 
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I ask unanimous consent, Mr, Chairman, that these letters and 
others be printed in the record in full. (Letters referred to follow at 
the end of this statement; 

Two analogies will help make this point. The first deals with how 
we pay for our homes. 

In my fathers generation, Mr. Chairman, a young couple would 
save enough money to make a sizable down payment on their first 
home— a big enough payment so that the balance borrowed could 
be paid off m a relatively short period of time. But with rising av- 
erage cost of housing — after World War II — we found we coul Idn't 
afford to do that anymore. So we invented the $500 down, 30 years- 
to-pay home mortgage, and we made interest on that mortgage de- 
ductible. 

In short, the way we paid for housing didn't work anymore, so 
we invented a new way of buying homes — the $500 down, 30 year, 
tax deductible home mortgage. 

We responded with similar creativity to the financial dilemma in 
the rising cost of health care. When I was growing up in rural 
Stearns County, MN, my parents paid cash for health care. When 
they couldn't afford to pay cash, a lot of our neighbors paid our 
family doctor with pickles and produce. 

At some point, however, the rising cost of health care couldn't be 
sustained by cash, or pickles. So we invented health insurance. And 
again, government stepped in by making health insurance benefits 
tax free to both workers and their employers. 

Mr. Chairman, neither you or I will stand here today and defend 
that system. But the reality is that faced with the rising cost of 
health care and housing, we found a way to provide increased 
access. 

What Senator Simon and I are proposing is to higher education 
what home mortgage and health insurance were to the financing of 
housing and health care— a fundamental way of reducing burdens 
of rising costs and of insuring each of us against uncertainties of 
incomes that rise and fall throughout a lifetime. 

Mr. Chairman, my interest in the Simon-Durenberger approach 
to fmancing higher education stems from very real fears about the 
future. Fears I had when I had to finance my own sons educations 
and fears I hear everyday from middle-income parents concerned 
about how they are gomg to s oud their kids to college. 

Let me give you an example drawn from a 41-year-old Minneso- 
tan who grew up in a middle-income family and who would be con- 
sidered middle-income today. Twenty years ago, this individual at- 
tended the second most expensive college in Minnesota. By drawing 
on a small savings account, part-time jobs and small scholarship in 
the first two year? and his parents income, this individual's college 
education was paid ^or without borrowing. 

The total cost of that 4-year private college just one generation 
ago was about $12,000. Today, that same individual has three chil- 
dren, ages 12, 9 and 3. And, anyone who can do simple math can 
figure out something has to change if those three kids are going t> 
get a college education. 

Projecting costs into the future, the total cost of educating those 
three children will range between $200,000 and $400,000--depend- 
ing on the type of school. That is an average of $67,000 for public 
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education and $113,000 for private college— a 10-fold increase in 
just one generation. 

A prudent parent would start saving for that expense right now. 
Using reasonable assumptions, our 40-year-old couple would have 
to start saving $14,000 a year to cover costs at public schools and 
$30,000 a year to cover tuition at private schools. 

To quote Dick Darman on health care, Mr. Chairman, these 
numbers are "not sustainable." ~ , ^ 

Fundamental change is needed. We simply cannot afford to con- 
tinue with a system that spends almost a third of its total spendmg 
on default costs— wasted money. 

Many people have thought about ways in which to change the 
existing system to better meet the needs of students. The idea of 
income-based loans as a fairer, more equitable means of providing 
financial aid has beer around for over a decade. Mr. Chairman, 
vou were one of the irst in a lien of distinguished individuals to 
consider such £ concept. Since then many have studied the idea, in- 
cluding Robert Reischauer, Dennis Doyle and Barry Bluestone. The 
problem associated with all of these proposals has always been that 
there was never a politically acceptable means of providing the up- 
front funding needed to start such a program, and second that 
many of these programs had serious adverse selection problems 
that would make the program unattractive to many individuals wa 
are trying to reach. . . u 

The problem of financing no longer exists due to the changes 
made under the Budget Enforcement Act to measure loans based 
on their net present value rather than on c cash accounting basis. 
And the adverse selection problem is addressed under a new formu- 
la first derived by Rep. Tom Petri that varies the repayment 
period, tax rate and effective interest rate. x n * • 

The proposal Senator Simon and I have introduced uses tne Hetn 
concept to restructure the financial aid system to better target 
funds to students— not third party players— and bases repayment 
on future income. We use the savings from this proposal, which is 
estimated to be between $2.0-$2.7 billion, to feed back into the Pell 
Grant system and to a new excellence scholarship program and 
early intervention program. , , j- i. i 

It is important to remind people that this is not the direct loan 
program currently being considered in the House of Representa- 
tives. It does not have the same administrative problems d[ that 
program for many small schools and for the Department of Educa- 
tion. Yet at the same time, it does have some of the advantages, 
the greatest of which are increased efficiency and access. 

Under our proposal, the young scholar who was unable to 'luality 
for financial aid to help her attend tne College of Pharmacy at the 
University of Minnesota v/ould be eligible for a new $1,000 excel- 
lence scholarship. The thousands of Minnesotans and others 
around the country who were struggling to make payments on 
their loans because of temporary periods of hardship or unemploy- 
ment would either have no payment for periods when their inconiQ 
vas below the tax filing threshold, or have very low paymenl.- 
oasftd on their ability to pay. In addition, repayment based on with- 
holding income through the tax system, would be simpler for every- 
one to understand and comply with. 
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Mr. Chairman, there are obviously many questions that need to 
be answered anytimi^ we consider a change as large as the one pro- 
posed by the Senator from Illinois and I, but I think you will find 
that this is a solid program that is fairer for all students and their 
families. So I commend you for holding this hearing and I look for- 
ward to hearing from the witnesses. 

[Lettera referred to follow:] 
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Senator Pell. Thank you very much. 
Senator Simon. 

Senator Simon. Just a comment or two here. Firsts on new enti- 
tlement programs, we are simply including programs that Senator 
Pell has included in his bill with the exception of this direct loan. 
But these are unlike other entitlement programs. In Medicare, for 
example, there is an automatic indexing escalator. That has been 
the problem with the entitlement programs. We take the Pell pro- 
gram, and we add $600 as an entitlement above the $2,400 figure. 
But that is just a flat figure; there is no indexing on that. It means 
470,000 additional middle-income families would be eligible for the 
Pell Grants. 

In terms of possible losses, by paying Treasury bill rates plus 2 
percent, number one, the probability is that we will not lose any- 
thing even just on the direct loans. But the second thing you do, as 
John Silber pointed out when he first propc^ed this a long time 
ago, is you increase the earning power of tens of thousands of 
Americans, probably hundreds of thousands of Americans, and as 
they increase earning power they pay into the Federal Treasury, so 
the Federal Treasury makes more money. 

Now, in terms of it being complicated, it is a little complicated, 
and we don't have everything worked out. That is why I think it is 
important, Mr. Chairman, that if we do not have the higher educa- 
tion bill up on the floor yet this fall — and in my opinion we should 
not have it up this fall so we can have some time to look at this— 
and even if we were to pass the amendment that Senator Duren- 
berger and I have here today, if it doesn't take effect until 1994-95, 
I have enough confidence in David I learns that you can sure work 
out whatever little bugs there are between now and 1994. 

I think the fundamental question comes back: Are we just gomg 
to tinker, or are we really going to expand opportunity for Ameri- 
cans? And I think we have to invest in the future of this country. 

I would also suggest to you and to the Secretary and others to 
hold off a little bit on this language about vetoing any bill. I can't 
remember if you were aboard when I first introduced my literacy 
bill, and we got letters from the White House against the bill, 
saying it was going to be vetoed. I was pleased to be there when 
the President signed the bill, and I think he felt good about it— I 
know Barbara Bush felt good about it I hope we can sit down and 
ask if we can work this thing out. We haven't written anything in 
stone. We are willing to give and take on this issue. And we can't 
satisfy everyone, We\e got a lot of bankers here today, and we're 
not going to please all the bankers with this; there is no question 
about it. And as much as I'd like to help bankers in this country, if 
I have a choice of giving $1 billion to the bankers or $1 billion to 
the students in the Higher Education Act, I think we ought to be 
giving it to the students. 

An* way, this is our chance to lobby you, Mr. Secretary. 

M:. AEARNS. Yes, sir. 

Senator Simon. I appreciate your being here, and if you can, hold 
back a little on the tough language, and let's see if v/e can work 
something out. 

Thank you, Mr. Chairman. 
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Senator Pell. Thank you very much. I would add that we have 
two panels ahead of us, seven witnesses, so we should move along. 
Mr. Wellstone. 

Senator Wellstone. Let's move along. 
Senator Pell. OK. Thank you. 

Senator Simon. That was the briefest speech I have ever heard 
from Senator Wellstone. [Laughter.] „ i 

Senator Wellstone. You are pressmg your luck now. [Laughter.] 

Senator Pell. We thank you, then, Mr. Secretary, for coming up, 
and we'll be in touch with you frequently, I am sure, m the next 
few days and weeks. 

Mr. KEARNS. I am sure we will. 

Thank you, sir. , , , u. u • 

Senator Pell. We now come to the second panel, which includes 
Mr. Robert Reischauer, director of the Congressional Budget Uttice, 
and Mr. Franklin Frazier, director. Education and Employment 
Issues, at the General Accounting Office, Washington. 
Mr. Reischauer, please proceed. 

STATEMENTS OF ROBERT D. REISCHAUER, DIRECTOR, CONGRES- 
SIONAL BUDGET OFFICE, WASHINGTON, DC, AND FRANKLIN 
FRAZIER. DIRECTOR, EDUCATION AND EMPLOYMENT ISSUES, 
GENERAL ACCOUNTING OFFICE, WASHINGTON, DC; ACCOMPA- 
NIED BY WAYNE UPSHAR, PROJECT MANAGER, DIRECT STU- 
DENT LOAN PROGRAM, AND JAY EGLUN, ASSISTANT DIRECTOR 
FOR HIGHER EDUCATION, GAO 

Mr. Reischauer. Mr. Chairman and members of the committee, I 
appreciate the opportunity to participate in these hearings. 

With your permission, I am going to submit my prepared state- 
ment for the record and will confine my remarks to a brief descrip- 
tion of how the new credit reform system works and what its impli- 
cations are both for the current GSL program and for new direct 
loan variants, such as the IDEA program that we are discussing 

The credit reform procedures, which were adopted as part of last 
year's Reconciliation Act, changed the focus of budgetary account- 
ing for loan programs from the annual cash flows associated with a 
direct or guaranteed loan to the government's expected long-term 
costs of providing credit assistance. ^. x j ,k 

Under credit reform, the budget reflects only the estimated sub- 
sidy costs which are defined to be the estimated long-term coste to 
the government of a direct loan or a loan guarantee calculated on 
a net present value basis. , ^ i.u u=; 

These costs are included in the budget at the time that the subsi- 
dy is incurred, not many years later as was often the case under 
cash accounting, particularly for loan guara- oee programs such as 

the GSL program. , , , i. 

Under the principles of credit reform, the budget authority re- 
quired for the GSL programs, starting with the current fiscal vear, 
will be an estimate of the proKram's subsidy rate times the volume 
of the new commitments. In the case of the Stafford loan program, 
the subsidy rate calculation represents the net present value ot the 
government's in-school and deferment period interest payments. 
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the administrative cost allowance paid to guarantee agencies, the 
special allowance payments made to banks, the guarantee pay- 
ments made for defaulted loans, the collections from defaulted 
loans, and the receipts from the origination fees that are charged 
to the borrowers. 

CBO estimates that for every dollar guaranteed through the Staf- 
ford loan program, the Federal Government will incur a subsidy 
cost of 28 cents. The total subsidy cost for the $8.7 billion that we 
expect to be loaned in fiscal vear 1992, then, is about $2.5 billion. 
For all three of the student loan programs combined, the subsidy 
rate is about 25 percent, and the total expected costs for 1992 
under the credit reform accounting system are expected to be 
about $2.8 billion. 

It is considerably more difficult to estimate the cost of a direct 
loan program such as the IDEA program under the credit account- 
ing system. The total subsidy cost of the IDEA program will equal 
the amount the government pays out in IDEA loans in any year 
less the net present value of repayments of interest and prmcipal 
made over the subsequent 25 or so years. The repayments, which 
would be collected by the IRS, would be highly uncertain because 
they would depend on a borrower's mcome each year, the size of 
their family, the tax filing status they choose, and the amount that 
they borrowed. The subsidy cost for an IDEA loan will obviously 
vary enormously from borrower to borrower. Borrowers whose 
postschool incomes never exceed the tax threshold will receive 100 
percent subsidy. Borrowers whose postschool incomes are high 
could entail a negative subsidy. In other words, the present value 
of the loan repayments will exceed the amount that the govern- 
ment has loaned. 

Because we have little information on which students might 
borrow through the IDEA program, the size of the loans that they 
will take out and their future incomes, CBO cannot provide a reli- 
able estimate of the subsidy rate or the overall budget costs or sav- 
ings that might be associated with this new program. Nevertheless 
it is possible to conclude that the subsidy rates per dollar loaned 
under the IDEA program would almost surely be below those of the 
current GSL programs. 

The major reasons for this are that the IDEA prograni would dis- 
continue the government's in-school and deferment period interest 

Payments and the special allowance payments made under the 
tafford program would no longer exist. 

Subsidy rates under IDEA could prove to be still lower if the tax 
system turned out to be a more consistent and effective mechanism 
for collecting loan repayments than the current mechanism that 
we use. But collecting loan repayments will increase the adminis- 
trative costs of the IkS, and some fear that it also could lead to 
increased tax evasion. 

Under credit reform, the changes in administrative costs and in 
tax compliance are not counted in estimating the subsidy costs. But 
these factors would still have to be considered by you as you evalu- 
ated whether this program was a desirable change. 

Even though the subsidy per dollar will almost certainly be 
lower for IDEA loans than for Guaranteed Student Loans, total 
subsidy costs could prove to be higher if borrowing increased sub- 
id 
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stantially under the new program. Increased loan volumes seem 
likely under idea for three different reasons: first, because the 
income eligibility restrictions will be dropped; second, because loan 
limits will be increased significantly; and third, because some po- 
tential borrowers may find the income-dependent repayment 
system more attractive than the fixed repayments that are re- 
quired under the current GSL programs. . ^i. « j 

Of course, similar liberalizations could take place in the btattord 
loan program without converting it to a direct loan, or the IDEA 
program could be instituted without the liberalizations or without 
the shift to income-contingent repayments. , , , , 

Let me conclude by reiterating that credit reform has placed 
guaranteed loan programs and direct loan programs on a level 
playing field. For the first time, budgetary accounting does not 
impede making rational comparisons between guaranteed and 
direct loan programs. Nevertheless the lack of reliable data makes 
the costs of the IDEA program very uncertain. This uncertainty, 1 
want to point out to you, does not arise from the IDEA program s 
shift from guaranteed loans to direct loans; rather, it results from 
the two other changes that are associated with this new program, 
namely, the liberalization of eligibility and loan limits and the 
shift to income-contingent repayment mechanisms. 

Because of these changes, we cannot reliably estimate whether 
the total subsidy costs would rise or fall if IDEA were put into 
place. Even if the total subsidy costs were to fall, the government 
would face large additional borrowing requirements to take over 
the loans that are now made by private institutions at a time when 
the Federal Government is already absorbing an unhealthy portion 
of the Nation's limited supply of saving. Program changes that in- 
volve substantial increases in the level and uncertainty of govern- 
ment borrowing should be scrutinized very carefully, and this point 
was driven home this afternoon, I think, when the Treasury issued 
its final statement for the deficit for 1991 which showed that last 
year we had a deficit of $268 billion, the largest deficit in American 
history. 

On that happy note, I will conclude. 

[The prepared statement of Mr. Reischauer follows:] 

Prepared Statement of Mr. Reischauer 

Mr. Chairman, I am pleased to have this opportunity to discuss the newbudgetary 
treatment of federal credi^ programs and their implications for S. 1845, the j? man- 
cial Aid for All Students .ict. In particular, I will discuss the budgetai^ treatment 
of the Income-Dependent Education Assistance (IDEA) program, a direct federal stu- 
dent loan program contained in S. 1845, and compare its Budgetary treatment with 
that of the current guaranteed student loan (GSL) programs. 

How Credit Reform Works 
Credit reform, which was enacted as part of the Omnibus Budget Reconciliation 
Act of 1990, significantly improves the budgetaiy accounting, control, and manage- 
ment of federal credit programs. It changes the focus of bvidgetary accounting from 
the annual cash flows associated with a direct or guaranteed loan the govern- 
ment's expected long-term costs of providing credit assistance. It also treats direct 
loans, guaranteed loans, and noncredit programs on a con^sistent basis. Before credit 
reform, when these progiams were estimated on a cash basis, the budget tended to 
exaggerate the costs of direct loan programs and to understate the costs of guaran- 
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cee programs in their early years — the years that attract the keenest attention of 
policymakers. 

The object of credit reform is to identify the subsidy costs inherent in a direct 
loan or loan guarantee and separate them from the nonsubsidized cash flows. The 
law deflnes subsidy as ^^the estimated long-term cost to the government of a direct 
loan or loan guarantee calculated on a net present value basis." Simply stated, the 
subsidy is the current value of the amount that the government expects to lose on a 
credit transaction. Under credit reform, the budget reflects onlv the estimated subsi- 
dy costs; these costs are included in the budget at the time that the subsidy is in* 
curred, not many years later as was often the oase under cash accounting. 

The Treatment of Guaranteed Student Loans 

Beginning with flscal year 1992, the principles of credit reform are used to devel- 
op the budget estimates for the Stafford loans. Supplemental Loans for Students 
(SLS), and Parent Loans for Undergraduate Students (PLUS). For each program, an 
estimate is made of the subsidy rate per dollar of borrowing. In the case of the Staf- 
ford loan program, the largest of the GSL programs, the subsidy rate calculation 
reflects receipts from fees charged to the borrower, interest payments made by the 
government when the student is in school, a one-time administrative cost allowance 
paid to guarantee agencies, special allowance payments made by the government to 
banks throughout the life of the loan, and guarantee payments made for loans that 
go into default. 

The (Congressional Budget OfTice (CBO) estimates that for every dollar guaranteed 
through the Stafford loan program, the federal government will mcur a subsidy cost 
of 28 cents. At that rate, the total subsidy cost of the expected $8.7 billion in loans 
will be $2.5 billion in 1992 (see Table 1). For the three student loan programs com- 
bined, the average subsidy rate is 25 percent. With a loan volume of over $11 bil- 
lion, subsidy costs are estimated to total $2.8 billion. 

TABLE 1. CBO BASELINE ESTIMATES OF LOAN VOLUMES, SUBSIDY RATES. AND TOTAL SUBSIDIES IN 

FISCAL YEAR 1992 



Program 



1992 btpected Loan 
Voiurnes (billions of 
Mlafs) 



SutKkV Rates 
(percent) 



t992Sut»idy 
Costs (iNllions 
ofdolUrs) 



Stafford 

Supplementai Loans for Students 

Parent li)ans for Undergraduate Stu* 
dents. 

Total 



8.7 
1.5 
1.1 



28 
16 



2.5 
0.2 
0.1 



11.3 



25 



2.8 



The Treatment of Direct Student Loans 

The Income-Dependent Education Assistance program authorized in S. 1845 would 
provide direct feaeral loans to students; loan repayments would be tied to students* 
mcomes after leaving school. The IDEA loan pn^am would replace the current 
Stafford and SLS guaranteed loan programs. The PLUS program would remain, al- 
though its role might shrink. 

The Internal Revenue Service (IRS) would collect repayments on IDEA loans as 
part of the borrowers' income taxes. The annual repayment for any given year 
would depend on the amount borrowed and on the borrower's income, or on that of 
the borrower and the borrower's spouse if the borrower filed a joint tax return. In 
years in which a borrower's income fell below specified amounts, he or she would 
not owe any IDEA repayments. A borrower's annual repayments would be capped 
at 20 percent of modified adjusted gross income, less the standard deduction and 
personal exemptions. Any unpaid balances on loans would be forgiven after 25 
years, or if the oor rower died or became disabled. 

Under the rules of credit reform, the budget records the cost of new direct loans 
on a subsidy basis. The subsidy cost of IDEA loans will equal the amount the gov> 
ernment pays out in IDEA loans in any year, less the net present value of repay- 
ments of interest and principal made in subsequent years. Thus, il*e cost or savings 
to the federal government of supplying IDEA loans will depend on how many bor- 



ERLC 



84 

rowers take out loans, how long they stay in school, and their earnings and marital 
status after leaving school. , r u 

The cost of an IDEA loan to the government will vary enormously from borrower 
to borrower. For a loan provided to a borrower whose later income never exceeds 
the tax threshold, the subsidy will be 100 percent. A loan to a borrower whose later 
income is Wgh. however, can entail a negative subsidy; in such a case, the present 
value of loan repayments will exceed the amount the government loaned, uenerally. 
IDEA loans made to borrowers with high future incomes will liave negative or small 
positive subsidy rates, and loans made to borrowers with low future incomes will 
have positive subsidy rates. ... ^ -^u* 

At the moment, we have only limited information on which students might 
borrow through the IDEA program, the size of their loans, and their future income 
streams. CBO is working with the Department of Education s National Longitudinal 
Study of the class of 19T2 to project the future income streams of student borrowers. 
We hope to use these data to estimate the subsidy rates and budget costs or savings 
associated with the n)EA loan program. 

A (Comparison of the IDEA and GSL i^roorams 

Nevertheless, it is possible to draw some comparisons between the IDEA prcM^am 
and the current GSL programs. Subsidy rates under the IDEA program are almost 
sure to be lower than current rates. Under the current Stafford loan pr(wram, the 
government pays all interest while students are either in school or in deferment 
status. In addition, the government makes special allowance payments to banks 
throughout the life of the loan. IDEA would eliminate both of these payments. The 
Stafford program, however, expects aH borrowers to repay their loans, whereas the 
IDEA program would exempt low earners. 

Using the IRS to collect loan repayments will also affect subsidy costs. If repa:jr- 
ments are more consistently collected through the tax system than under today s 
procedures, subsidy rates will be reduced. But collecting loan repayments will be a 
new activity for the IRS. with attendant administrative costs. Moreover, staff at the 
IRS have indicated that using the tax system to collect loan repayments could in- 
crease tax evasion and result in revenue losses. Under credit reform, changes in ad- 
ministrative costs and in tax compliance would not be counted in estimating subsidy 
costs, but these factors would still have to be considered in evaluating the proposed 
program. Also, while it seems likely that subsidy rates will be lower under the 
IDEA program, the amount of borrowing will almost surely be greater. First, many 
potential borrowers may find the new income-dependent repayments more attrac- 
tive than the fixed repayment required under the current GSL programs, oecond. 
loan limits will be significantly higher. Freshman and sophomore borrowers will 
able to borrow up to $6,500 a year, instead of the current lending l"^0' ♦^.b^o- 
Borrowing limits for juniors and seniors will increase from $4,000 to $8,000 per year, 
with similar increases for graduate students. Finally. IDEA loans will be avaUable 
to all families with eligible students, without regard to family income. Of course, 
the loan limits and income restrictions in the Stafford loan program could be liber- 
alized without converting it into a direct loan program. ^. r 

Thus, even though the subsidy per dollar will be lower for IDEA loans than for 
guaranteed student loans, total subsidy costs could prove to be higher if borrowing 
increases substantially. Even if total bubeidy costs are lower, the government will 
face large additional borrowing requirements to take over the loans now made by 
private institutions. Finally, because repayments of IDEA loans depend on future 
incomes, the costs of IDEA are more uncertain than those of the current programs. 
Proposals that involve substantial increases in the level and u icertainty of govern- 
ment borrowing must be carefully scrutinized at a time whe the federal govern- 
ment is already absorbing a large portion of the nation's limited supply of saving. 

Conclusion 

Credit reform has placed guaranteed loan programs and direct loan programs on 
a level playing field. For the first time, budgetary accounting does not impede 
making rational comparisons between guaranteed students loans, such as the &tal- 
ford loan program, and direct loan programs, such as IDEA. The lack of reliable 
data, however, keeps us from estimating whether total subsidy costs would rise or 
fall if the IDEA program was put in place, or how much total federal borrowing 
would rise. In the absence of such information, changes in education loan programs 
should be made with extreme caution. 
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Mr. Frazier. 

Mr. Frazier. Thank you, Mr. Chairman, members of the commit- 
tee. 

I have with me today Wayne Upshar, who is our project manager 
for the Direct Student Loan Program, and also Jay Eglun, who ia 
our assistant director for higher eaucation. 

We are pleased to be here today to discuss our report that com- 
pared the relative Federal costs of the guaranteed and direct stu- 
dent loans. I will focus my comments on the portion of our report 
that pertains to (1) the potential Federal savings associated with 
substituting Stafford loans with direct loans and (2) the effect that 
a direct loan program could have on the administrative functions 
of the Department of Education and postsecondary educational in- 
stitutions* 

Our analysis suggest that a direct loan program operating in 
place of the Stafford program in fiscal year 1992 could save over $1 
billion in present value terms. Our baseline estimate of the budget- 
ary cost for a 1-year cohort of Stafford loans is $2.7 billion com- 
pared to $1.5 billion for direct loans. Depending on the assumptions 
made, our estimated savings range from $620 million to $1.5 bil- 
lion. These savings result primarily from the absence of the special 
allowance payment to lenders. 

The bar graph on the right illustrates the cost comparison for a 
1-year cohort of Stafford loans compared to direct loans. Under a 
direct loan program, the administrative focus on the Department of 
Education would change from indirect to a direct role. 

Looking at the charts on your right, as the two charts illustrate, 
instead of depending on banks and guarantee agencies to service 
loans, the department would monitor the performance of its serv- 
ices to ensure that loan repayments are collected and credited 
promptly. 

Additionally, a direct loan program would reduce some of the de- 
partment's administrative burden. For example, the department 
would no longer be required to monitor lenders or guarantee agen- 
cies, nor make interest subsidy payments to lender, nor reconcile 
special allowance and origination fee accounts with lenders. 

Educational institutions will engage in different activities under 
a direct loan program. At the beginning of each year schools would 
perform tasks such as forecasting loan volume, drawing down 
funds from the department as the^ make loans, and reconciling 
student loan accounts at designated intervals. 

Schools that participate in the Perkins loan program and Pell 
Grant program currently perform tasks similar to those required to 
operate a direct loan program. 

A direct loan program could simplify schools' administrative 
functions in areas of loan disbursement, reporting, recordkeeping 
requirements, and cash management. For example, schools prob- 
ably would work with one servicer rather than hundreds of lenders 
and multiple guarantee agencies. In addition, the standardization 
that could accompany direct lending would eliminate problems as- 
sociated with the multiplicity of policies, procedures, computer sys- 
tems, and deferment forms. For example, lenders typically have 
their own requirements, procedures and forms for students request- 
ing a deferment. Under a direct loan program, the Department of 
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Education would be the sole lender, and consequently they could 
make their forms and procedures uniform. 

We recognize that there are problems and unforeseen costs that 
the department and some schools may encounter in administering 
a direct loan program. These :o8ts would reduce estimated savings. 
Because of these uncertainties, the House Postsecondary Education 
Subcommittee requested that we refine the estimated savings that 
we have projected, including the estimate of transition costs, and 
also asked us to determine whether postsecondary institutions have 
the administrative capacity to meet their responsibility under a 
direct student loan program. ^ 

Mr. Chairman, that concludes my statement. We will be glad to 
respond to your questions or questions from the other committee 
members at this time. 

[The prepared statement of Mr. Frazier (with an attachment) fol- 
lows:] 

Prepared Statement of Mr. Frazier 

Mr. Chairman and members of the committee: I am pleased to be here today to 
discuss our recent report that compared the relative federal cost of guaranteed and 
direct student loans. » The Stafford Student Loan Program, also known as the guar- 
anteed student loan programs, constitutes the largest form of federal financial as- 
sistance to students seeking postsecondary education. In recent years these pro- 
grams have been the subject of great scrutiny. Administrative complexity, high 
costs, and lack of accountability in the Stafford program have spurred these^h 
for an alternative loan delivery system. The Federal Credit Reform Act of 1990 (P.L. 
101-508) allows direct lending to be an alternative to the current loan guarantee 
system. 

I will focus my comments today on the portions of our report that pertain to (1) 
the potential federal savings associated with substituting Stafford loans with direct 
loans and (2) the effect that a direct loan program could have on the administrative 
functions of the Department of Education and postsecondary educational institu- 
tions. 

STAFFORD LOAN PROGRAM 

The Stafford program is a complex, multilayered delivery system. This system in- 
volves over 8,000 educational institutions, 10,000 commercial lenders, 45 state or 
nonprofit agencies, and 35 secondary market institutions. Students typically apply 
through their school to borrow from a commercial bank or other lender. 

The original lender may hold the loan throughout its lifetime or sell it to a sec- 
ondary market purchaser. Each state establishes or designates a guaranty agency to 
guarantee student loans under its jurisdiction. Guaranty agencies insure lenders 
against default and in turn are reinsured by the Department of Education. Guaran- 
ty agencies also monitor school and lender compliance with program rules. 

The Stafford program's cost to the federal government consists primarily of inter- 
est subsidies and default claims. The Department pays interest on behalf of students 
while they are in school. It also pays lenders an interest subsidy throughout the lite 
of the loan— the special allowance payment— to provide them with a competitive 
rate of return. These subsidies vary with interest rates. For example, as interest 
rates increased between 1987 and 1989, special allowance costs tripled. The Depart- 
ment also reimburses gurranty agencies for 100 percent of default claims, unless de- 
faults rise above specific levels in a given year. Reimbursements for default claims 
have risen steadily over time. For example, such claims doubled between 198*) and 
1989. 

Figure 1 illustrates the flow of responsibilities under the Stafford program. 

> Student Loans: Direct Loans Could Save Money and Simplify Program Administration 
IGA0/HRD-91~144BR, Sept. 27. 1991). 
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DIRECT LOAN PROGRAM 

Our report contains a comparative analysis of a 1-year cohort of Stafford loans 
with a similar cohort of direct loans, as propoeed by the National Aissociation of 
State Universities and Grant Colleges. Under the Association's proposal, a direct 
student loan program could reduce the complexity and federal costs involved in de- 
livering student loans. The Association's proposed program would eliminate com- 
mercial lenders, guaranty agencies, and secondary markets. Educational institutions 
would act as agents of the Department and use federal fiinds. to make loans to stu- 
dents. The Department would contract with private firms to service and collect the 
loans. The federal government would raise loan capital by issuing Treasury securi- 
ties rather than paying interest subsidies to commercial lenders. 

Direct loans would require different responsibilities for educational institutions 
and the Department. Institutions would assume some of the commercial lenders cur- 
rent duties, such as loan origination and disbursement. The Department would have 
increased oversight responsibilities for schools' and servicers* performance, but it 
would no longer have responsibility to monitor commercial lenders and guaranty 
agencies. 

Figure 2 illustrates the flow of responsibilities under a direct loan program. 

WHAT WE FOUND 

Switching to Direct Loans Could Save up to $1.4 Billion 

Our analysis suggests that a direct loan program operating in place of the Staf- 
ford program in fiscal year 1992 could save over $1 billion--in present value. Our 
baseline estimate of the budgetary cost for a 1-year cohort of Stafford loans is $2.71 
billion, compared with $1.55 billion for direct loans. Depending on the assumptions 
made, our estimated savings range from $620 million to $1.47 billion. These savings 
result primarily from the absence of interest subsidy (in-school interest and special 
allowance) payments to lenders. (See fig. 3.) 

Layers of Oversight Should be Reduced Under Direct Lending 

Under a direct loan program, the focus of the Department of Education's adminis- 
trative burden would shift from an indirect to a direct oversight role. For example, 
rather than relying on guaranty agencies, the Department would need tq^ensure 
that loan papers are properly executed and documented. In additionl instiw^ of de- 
pending on banks to service loans, the Department would monitor the performance 
of its servicers to ensure that loan repayments are collected and credited promptly. 

In other ways, however, a direct loan program would reduce some of the Depart- 
ment's administrative burden, and it could improve accountability. The Department 
would no longer monitor lenders or guaranty agencies, make interest subsidy pay- 
ments to lenders, or reconcile special allowance and origination fee accounts with 
lenders. With fewer participants, the Department could focus its oversight effort on 
schools and servicers. As such, its .ability to monitor the flow of funds in the pro- 
gram should improve. 

Many School Administrative Functions Simplified With Direct Lending 

Educational institutions would engage in different activities in a direct loan pro- 
gram. At the beginning of each year, schools would perfotm new tasks, such as (1) 
forecasting loan volume, (2) drawing down funds from the Department as they make 
student loans, and (3) reconciling student loan accounts at designated intervals. 
Schools that participate in the Perkins loan and Pell grant programs^ currently per- 
form tasks similar to those required to operate a direct loan program. 

A direct loan program could simplify schools' administrative functions in the 
areas of loan disbursement, reporting, record-keeping requirements, and cash man- 
agement. For example, schools probably would work with one servicer rather than 
hundreds of lenders and multiple guaranty agencies. In addition, the standardiza- 
tion that would accompany direct lending would eliminate problems associated with 
the multiplicity of policies, procedures, computer systems, and deferment forms. For 
example, lenders typically have their own reguirements — procedures and forms — for 
students requesting a deferment. Under a direct loan program, the Department of 
Education would be the sole 'lender," with its uniform procedures and forms. 
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GAO'S ON-GOING WORK 

We recognize that uncertainties about the specific features of a direct loan pro- 
gram and how it might be implemented could lower our estimated savmgs. For ex- 
ample, we did not account for the costs that the transition from a guaranteed to a 
direct loan program would entail. Also, the Department may encounter unforeseen 
additional costs in administering the program, such as an inability to negotiate serv- 
icing contracts as favorable as those reflected in our assumptions. These costs would 
reduce the anticipated savings. , ^. o u 

The House Education and Labor Committee's Postsecondary Education Subcom- 
mittee reguested that we: (1) refine the estimated savings— including transition 
costs-expected from a direct loan program, and (2) determine whether postsecond- 
ary institutions have the administrative infrastructure to meet their responsibilities 

under the program. „ j t u 

Mr. Chairman, that concludes my statement. My colleagues and I would be happy 
to answer any questions that you or the other committee members may have. 
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Figure 1; Flow of Responsibilities for Guaranteed Loans 
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Senator Pell. Thank you very much indeed. 

First, Mr. Reischauer, do you have any specific reservations 
about the proposed language before us? , ^ . 

Mr. Reischauer. If what we are talking about is the IDEA pro- 
gram in broad, the answer is yes. The reservations are more associ- 
ated not with the shift from a guarantee system to a direct loan 
system, but rather to the liberalizatjons and the changes in the re- 

^^^V^^re to*^fncrSlse radically the loan limits— and I know there 
is a lot of pressure in the country to do this— you d want to make 
sure that what we weren't simply doing is transferring responsibil- 
itv for paying higher education from parents to children; that in a 
sense t£is m^ht let the generation wliich «> Jfne^o^^"?^ ^^^^ 
ferring often to its children and its grandchildren huge Federal 
deficits and debt payments just one more burden. Parents would no 
longer have to maybe take out a home equity loan or save as much, 
and the burden could be shifted onto the children now going 
through school. This applies to any liberalization whether it is in 
the guarantee loan system or in the direct system. 

Another concern I would have relates to the fact that if access to 
credit is made more readily available, schools will be under even 
less pressure than they are now to economize. Here, I sympathize 
with the remarks of Senator Durenberger. I too see a problem that 
is not dissimilar to the situation we face in the medical care area 
where we have divorced the consumption of the good from the pay- 
ment that the consumer makes in such a way that there ettectiveiy 
is no control by the consumer on total expenditures. You have seen 
what it has gotten us to-for the first time I think in close to a 
decade, schools are now running up against the constraints im- 
posed by a reluctant consumer. Because the costs are so high, tney 
are looking for ways to economize. I think that is good, basically. 
You don't want that at the same time to deny access to students 
from lower income situations, but it is a trade-off, and it is one that 

we have to consider. . , , , » u u « 

Those would be the two basic reservations that I would have. 
Senator Pell. Mr. Frazier, do you have any specific reservations.' 
Mr. Frazier. Senator Pell, quite frankly, we hadn t really looked 
at IDEA. As a matter of fact, until late 'Thursday afternoon, ^^e 
started taking a look at it when we were asked to come up and tes- 
tify. But in the process of doing our work on the direct loan propos- 
al that we reported a couple weeks ago, we did take a look at some 
of the things that are in the biU-for example what would hap^n 
if you didn^t collect insurance fees or if you didn t collect loan origi- 
nation fees from the students. And certainly those are^eat ideas 
from the point of view of the students, who v^ould not have to pay 
for those kinds of things, and it would be putting the money back 

toward the students. , , , r •i.^i:™:^^ fV,o 

We also took a quick look at the whole idea of capitalizing the 
interest and then having the student paying back; it certainly 
could save a lot of dollars. . , , .1 i.- ^ 

By the same token I agree with Dr. Reischauer that the question 
there is quite a question about what would happen if we were to 
ask the IRS to collect the money and what all of that means. We 
really haven't analyzed that sufficiently to give you a good answer. 
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Senator Pell. Mr. Frazier, I notice that in your statement, you 
assume the department would pay the schools the one-time fee of 
$20 per loan to offset the administrative co^ts. Now, this assump- 
tion is not included in the Simon-Durenberger proposal. What sav- 
ings do you believe that could result in? 

Mr. rRAZiER. Tm sorry. Senator. I don't quite understand your 
question. I couldn't hear you. 

Senator Pell. Tm sorry. The $20 per loan to offset the adminis- 
trative costs is not contamed in the Simon-Durenberger proposal. I 
think you thought it was. Therefore, what saving is that? 

Mr. Frazier. We have not looked at that particular. The way we 
looked at it was that if you were to go to a direct student loan pro- 
gram, the school would now get the normal one percent adminis- 
trative fee that now goes to the lenders. We also put into the factor 
the $20 fee that the school could collect for each loan that they ap- 
prove as a way of offsetting some of the costs to the universities. 
But we did not look at it in terms of the Simon-Durenberger bill. 

Senator Pell. Thank you very much. 

My time has expired, and Senators, I thought we ought to be 
under a 5-minute rule, but anybody can exceed it if they've got 
something pressing. 

I will turn now to Senator Kassebaum. 

Senator Kassebaum. Thank you, Mr. Chairman. 

First, my apologies for missing the opening comments. I hope I 
won't be asking something that you covered in your opening re- 
marks. 

Dr. Reischauer, some who have been promoting the IDEA pro- 
gram \ ave been saying that defaults will disappear or decrease be- 
cause students will not default and that they will either pay what 
they can afford or be forgiven any outstanding debt after 25 years. 

Is this not sort of ''creative accounting", as we tend to call it up 
here? I mean, at some point, it seems to me that this is almost 
smoke and mirrors. How does CBO measure or estimate defaults in 
this type of program— doesn't it have to be factored in in some 
manner? 

Mr. Reischauer. Well, the issue j is really a defmitional one 
of what do we call default. 

Senator Kassebaum. Yes, how you define default. 

Mr. Reischauer. And when an individual is not required to 
make a payment under the law, as would be the case for a low- 
income borrower under the IDEA program, a person who was 
below the tax threshold, that would not be a default for the simple 
reason that it is defmed as not being a default. If the individual's 
incoine rose in subsequent years, the individual would be responsi- 
ble for paying again, and not only paying, but paying the amount 
that was not paid in the previous year. 

So I think that it really isn't smoke and mirrors. As one who 

Senator Kassebaum. You say it isn't? 

Mr. Reischauer. It is not, no. As one who lives in the world of 
smoke and mirrors, I attest that this is not an egregious example of 
it. 

Senator Kassebaum. Well, as much as we would like to expand 
access — which is really what is at the heart of this proposal, it 
seems to me — it seems almost impossible, first, to be able to assure 
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some program integrity, which we have tried very hard to do. 
Second it really puts a lot onto the IRS to become the coU«;tion 
agency, does it not? Have either of you factored the role of IRb mto 

^^Mr^lfEiSOTAUER. Well, there certainly would be additional ad- 
ministrative costs and administrative burdens on the IRb. Ihe 
reason why defaults would disappear is they would have a new 
name; they would be called "tax evasion". And the amount that 
was not paid for a student loan would be just small change com- 
pared to what should have been paid to the IRS for general tax li- 
ability. So I don't think this is a serious problem. . 

Now, whether it is desirable to get the IRS into collecting pay- 
ments is a separate issue and one which traditionally the Treasury 
and the IRS have been extremely reluctant to get into. But I don t 
speak for them, and the Secretary before us indicated that at least 
there was a crack in the administration on that issue. 

Senator Kassebaum. Mr. Frazier, do you have any particular 
comment on that as far as the IRS role? I suppose it is a separate 
issue, yet it seems to me it is kind of the heart of the matter, it is 
the essence of how this will be handled in processing, and in repay- 

*"Mr. Reischauer. There are some very interesting behavioral re- 
sponses that might come out under the IDEA programm, which is 
that individuals of course get to choose how they file their income 
taxes— married individuals-do they file jointly, do they file sepa- 
rately. What would happen under IDEA? Well, one can imagine 
circunistences in which a spouse— I will be a sexist at this point 
and say a women who had large IDEA loans— she and her husband 
decided to file separately. Therefore, if she had dropped out of the 
labor force to raise a small child, for example, and had no income, 
she would have no payments under the IDEA program, so there 
would be a loss; there would be a gaming of the wrstem, in ellect. 
But at the same time, filing separate returns would cause the tanii- 
ly's income tax liability to rise. So the Federal Government would 
get, in a sense, a boost to its general revenues while at the same 
time the Department of Education would take a loss. 

Mr. Frazier. Senator, my response would simply be that using 
the IRS as a collector is one that certainly would need a lot ot time 
and attention, and we would really need to study that very careful- 
ly and get input from all concerned about that, because that s a 

very tough caU. „ , ^ r u t-u^t. 

Senator Kassiibaum. That was not part of the aspects of it that 

\1 6X&Illill6(l? 

\Ir. Frazier. That's correct; we have not looked at that aspect. 

vir. Reischauer. The direct loan program that was approved by 
the House committee doesn't have income-contingent repayments 
and has a separate mechanism for collecting the direct loans, 
which is perfectly possible. When one goes to an income^ontingent 
system— and if we are defining this as all income— then it is almost 
impossible to get away from having the IRS have some involve- 
ment in the collection process. 

Senator Kassebaum. Thank you very much. 

Senator Pell. Thank you very much. 

Senator Simon. 
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Senator Simon. Thank you very much, M*. Chairman. 

I thank both of you, and particularly Mr. Frazier, let me thank 
you and your colleagues at GAO for an excellent report. 

Just in response to Senator Kassebaum's remarks, we have done 
this similarly in the Chrysler situation and in the Lockheed situa- 
tion, where we had Treasury bill rate plus. And that is what we 
are doing here. And I would add if we get the time— and I hope we 
will, and I think we will have the time to examine this more care- 
fully, Mr. Chairman— if we get the time, and we're not rushed into 
doing something on the floor precipitously, we also then have to 
measure as part of the gain for the Federal Treasury tens of thou- 
sands and maybe hundreds of thousands of young people who can 
go on to college— not just young people — people who can go on to 
college and there will be a sizable increment m their wages and in 
what they pay back to the Federal Treasury. 

Mr. Reischauer, from your comments, let me just underscore 
here. "The Congressional Budget Office estimates that for every 
dollar guaranteed through the Stafford loan program, the Federal 
Government will incur a subsidy cost of 28 cents.'* That's pretty 
powerful. "Subsidy rates under the IDEA program are almost sure 
to be lower than the current rates." And then you say, "For the 
first time, budgetary accounting does not impede making rational 
comparisons Ix.tween guaranteed student loans such as the Staf^ 
ford loan program and direct loan programs such as IDEA." And 
then you finally say, and I agree with this, that "whatever steps we 
should make, we should make with caution." That*s why I frankly 
favor slowing this process down a little bit. 

Senator Durenberger and I have suggested that it shouldn t take 
effect until 1994-'95; that seems to me we are using maybe an ex- 
cessive amount of caution, but we are using caution. 

Let me ask both of you, if you feel on top of this thing enough to 
respond, one of the suggestions that has been made is that colleges 
and universities at some point, maybe 1 year before each school 
year, would make a choice of the current system or this system, be- 
cause there are people who are worried about what would happen. 

Any comments from either of you? 

Mr. Frazier. I don't know about Bob, but I have not thought ot 
that possibility at all, so I would rather not comment on it at this 
time. 

Senator Simon. OK. 

Mr. Reischauer. I think as a general rule it would be an unde- 
sirable set of choices. We already have an extremely confusing 
array of programs out there. We have tremendous complexities 
that our government agencies are trying to grapple with, and what 
this would do is just make the situation worse. 

As the Secretary already said, if one v ere to go to a direct loan 
program such as the IDEA program, the Department of Education 
would still have to run two administrative structures for roughly 
20 years until the old GSL programs were wrung out of the system. 
We are stuck with that, and I don't think that that should be an 
impediment to change, but it is something that one wants to con- 
sider. 

One of the beauties of this is that, according to the GAO report, I 
think, there would be some simplification in the long run from this 
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situation, from a movement to a direct loan program in which the 
Federal Government dealt only with 1^>,000 or so schools as opposed 
to many tens of thousands of schools and lending institutions and 
guarantee agencies and fellow travelers. [Laughter.] You might 
have a few less people in the room when you had hearings. 
Senator Simon. Do you want to define "fellow travelers ? 
Mr. Reischauer. I feel them on my back right now. [Lav^ghter.] 
Senator Simon. Mr. Frazier, one of the points that you make in 
your report is that this would simplify paperwork. One of the con- 
cerns that a lot of small colleges and universities have who have 
not had a chance to examine this yet is that if we move over to 
this, this would complicate their paperwork. What is your feeling? 

Mr. Frazier. With the present guaranteed student loan program 
we have today, we have — it depends on how you count it— at least 
35 to 50 guarantee agencies that any small college may have to 
deal with. I believe we estimate we have over 10,000 lenders that 
they may have to deal with, and so on. So we really believe that in 
terms of making things simple, as some of our charts show, that 
you don't have all of these entities to deal with. You don t have 
each one with their own computer systems or their small quirks. 
And if you could get some of this standardized—dealing with one 
lender certainly seems to us to be a simpler thing, and it could 
save even the small schools some administrative burdens. 
Senator Simon. Thank you. 
Thank you, Mr. Chairman. 
Senator Pell. Thank you. 
Senator Durenberger. , 
Senator Durenberger. Thank you, Mr. Chairman. ^ 
Mr. Frazier, I appreciated your last response to my colleague s 
question because that is part of the problem that brought all of us 
to look to the folks with the great ideas, some of whom are in this 
room, to find solutions to this problem. ,. , u j-rf 

Is it possible for you to help us understand a little bit the ditli- 
culty that graduates today are experiencing and prospectively are 
likely to experience in loan repayment under this current gystem.' 
I think my colleague from Minnesota had a task force, the Student 
Loan Task Force inade up of a coalition of non-profit human serv- 
ice providers, working in Minnesota, i^articularly with low-income 
people. This grup looked at the constant problem of repayment at 
periods of time when on the margin income just doesn t meet the 
requirements of repayment, and the fluctuation in repa^ent obli- 
gation depending upon v.hen you borrowed the money. This whole 
series of issues just seem to present access impediments to people 
who are either headed into the system now or have come out of it. 
Can you help us to understand that part of it a little better? 
Mr. Frazier. I am going to defer to one of my colleagues. 
Senator Durenberger. Thank you. ^ . *u * 

Mr. Eglun. I think there are a couple ot issues there. One is that 
many times, if a borrower would contact his or her lender when 
they do find themselves in financial difficulties, they can work 
things out. I think there has been more of an opportunity in the 
last few years, especially trying to work on minimizing the de- 
faults, to do that. Obviously, conceptually an income-contingent 
loan program provides a lot more flexibility. But as I think it has 
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been discussed here a little bit earlier, there are a lot of operation- 
al problems that would need to be worked out as to how to get a 
better handle on that. I think that is part of the unknown that we 
really have not looked at, and I think some of the issues that would 
have to be dealt with before we could talk more authoritatively 

about it. . o 

Mr. Reischauer. Can I interject into this discussion.' 
Senator Durenberger. Yes, please. 

Mr. Reischauer. When we are talking about students who have 
gone successfully through a 4-jrear undergraduate program or grad- 
uate program, the research evidence doesn't suggest that loan bur- 
dens are excessive, viewed as unfair by them, as not a good inves^ 
ment, changing their lifestyles in any perceptible way. There has 
been some research funded by the Massachusetts Guarantee 
Agency and some stuff done by Professor Skidmore that really has 
shown that there isn't a tremendous problem. Now, that might be 
yet, and it could develop in the future. There obviously is a prob- 
lem when we are talking about students who have taken on large 
loan burdens to finance a proprietary school education or a junior 
college education, and their income prospects are not particularly 
good and their chances of finding themselves unemployed when the 
economy turns weak are relatively high. 

That is a tough problem for public policy, and the only way to 
get around that is to have loan limits vary according to the pro- 
spective income of the educational investment that you are 
making; and yet I think there is a reluctance to go that route. But 
right now we in effect allow students at junior colleges or proprie- 
tary schools to take out loans that in relation to their expected 
future incomes are much, much higher than would be the case for 
an individual at a 4-year college. 

Senator Durenberger. Bob, I need to ask you some guestions be- 
cause you have been at the business of trying to simplify the loans 
a lot longer than I have and probably a lot longer than anybody at 
this table. Is it not possible that in the structure of the formula for 
repayment, either in the length of the period for repayment, in the 
2 percent over T-bill rate, and whether or not you go all the wajr to 
2 percent in this particular case or lower than that, in the mini- 
mum number of years that you have to pay back, like 12 versus the 
25 of forgiveness, in various of those ways? Is there not a way to 
structure a formula that is adjustable from time to time to accom- 
modate a full revolving repayment in this system— as long as you 
accept the idea that some may pay back more than othera will pay 
back? But combining all of these various features— is there not a 
way to construct a formula that would make this a fully refunding 
revolving program? . 

Mr. Reischauer. Yes, there certainly is. There are many 
schemes that have been out there in the past along those lines. 
Senator Durenberger. Are we close to it • th this bill? 
Mr. Reischauer. Effectively no, because what yc u are doin^ here 
is nobody is paying back more than they should in a quote fair 
sense. In a sense, the amount you pay back from the perspective of 
the government under the IDEA program really falls into two cat^ 
gories— the folks who don't pay back the full amount through 25 
years are going to get a government subsidy; the people who die, 
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obviously, or fall into the other circumstances that relieve them of 
their loans don't pay back. All the others do under the IDEA pro- 
gram is really have the number of years in which they are making 
their payments to the government vary, the size of the payment- 

So if we had two individuals each of whom took out $10,000 
worth of loans, and they had different incomes, one might pay it 
back in 8 years and the other in 15 years, but the present value of 
their payments back would be identical, and now that makes it 
easier, obviously, for the lower-income person tLun the other. But 
we in a sense are not engaged in a lot of redistribution ir this 
mechan...Ti. And what you raised was the possibility that there 
could be a separate trust fund, a revolving trust fund, but that re- 
volving trust fund would have to have some way to get the money 
needed for the people who died, the people who never had taxable 
income or who throughout the 25 years didn't pay back enough to 
equalize the cost of their loan. And that in and of itself requires 
that somebody be charged more; that a significant profit be made 
off of some students. And this program really doesn't do that. It 
could be adjusted to do it. 

Senator Durenberger. Thank you. 

Senator Pell. Senator Wellstone. 

Senator Wellstone. Dr. Reischauer, is it reasonable to assume 
that a 2 percent margin would cover the administrative and carry- 
over costs on the direct loan? 

Mr. Reischauer. You are talking about a T-bill plus 2 rate for 
the interest rate that is implicitly put on? 

Senator Wellstone. Yes. 

Mr. Reischauer. Once again, the answer to that question de- 
pends very much on what the mix of students is who take out loans 
and how much they take out in this program. I don't think the ad- 
ministrative costs are likely to be a significant variable, and GAO 
certainly knows a lot more about this than I do. I think it is really 
when you get into this kind of program how many people each year 
fall below that tax threshold and don't have to pay or drop out of 
the system through death, disability or whatever. 

Senator Wellstone. Maybe I could ask Mr. Frazier, then. The 
linchpi of this is to lessen the administrative costs for direct 
•loans, right, and that applies to the IDEA. 

Mr. Frazier. The real issue here is that the Federal Government 
borrowers money cheaper lhan a bank does, so that if the Federal 
Government is providing the monoy directly, it is providing cheap- 
er money, and that is why a direct loan program, if everything else 
is the same, will be cheaper than a program in which you have to 
go out and entice agents in the private sector to do this for you. 

Now, there is nothing that can be done about that. We have a 
better credit rating, for some strange reason, than Citibank, al- 
though many people would say we are just Citibank writ large. 

Mr. Frazier. I think we do have a better credit rating, but I also 
think it is difficult to answer if the T-bill plu two will cover it be- 
cause 1 agree with all of those factors, but we also don t know how 
well we will get control of the default situation. So I am just 
adding that you would have to get control of the default situation 
also to know if 2 percent is adequate or not. 
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Senator Wellstone. Mr. Frazier, from the borrower's point of 
view, would the IRS— Fm trying to get a handle on IRS being the 
collection agent — simplify or complicate matters from the point of 
view of the borrower? How exactly would that work? 

Mr. Frazier. Yes, Senator Wellstone. That's the part that I am 
most uncomfortable with because 1 really have not looked at the 
IRS collection method at all. I just can't answer that. 

Mr. Reischauer. I would presume from the borrower's stand- 
point it would be a whole heck of a lot easier. What you do is you 
change your wage withholding; if you had a job, more would be 
taken out at the end when you calculated your tax return. You'd 
have a couple of extra lines to add to it. That strikes me as a lot 
simpler than making monthly or quarterly loan payments, and you 
save the 29-cent stamp. 

Senator Wellstone. Last question. I was a college teacher for 20- 
some years, but as Len Wenc, the financial aid director at Carleton 
College knows, I don't know the ins and outs of this. So could the 
two of you just briefly summarize what you see as being the pluses 
and minuses of status quo versus direct loan. 

Mr. Frazier. Very briefly, I think the direct loan does offer the 
opportunity to possibly save money because the government can 
borrow money more cheaply. I think the direct student loan pro- 
gram also has an opportunity to possibly simplify things because 
you don't have as many players. 

Additionally, last but not least, to entice the lenders you are 
going to have to pay an additional cost. 

Senator Wellstone. Dr. Reischauer. 

Mr. Reischauer. I think Mr. Frazier put his finger on the advan- 
tages. The real issue is what we are comparing here. The IDEA 
program is not simply GSLs in a direct form. It involves three 
changes. One is the shift from guaranteed loan format to a direct 
loan format, and there are a lot of appealing characteristics of 
direct loan formats. The other is a transformation of the repay- 
ment mechanism to an income-contingent one, which has certain 
advantages, but it might prove to be one in which the consumer 
doesn't like the product, that they'd rather have a fixed payment 
for a known set of time rather than an uncertain payment extend- 
ing as much as 25 years or getting over with in 8 or 12, something 
like that. And third, it involves tremendous program liberalization. 

I think what you really should do is compare the same loan 
system under a direct and a guaranteed system and then the ad- 
vantages Mr. Frazier pointed out are the ones you should look at, 
and the disadvantages involve the question of whether the Depart- 
ment of Education and the other administrative agencies can keep 
two balls in the air when they have had a difficult time having one 
in the air in recent years, and whether we want to get the IRS or 
some other collection into this, which could create new complex- 
ities. 

Senator Wellstone. I'd like to thank the panel. 
Thank you, Mr. Chairman. 
Senator Pell. Thank you very much. 
Senator Jeffords. 

Senator Jeffords. Thar^l ' Mr. Chairman. 
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It has been very interesting. I would first like to ask this ques- 
tion. I'm a little confused on where the origination fee and the in- 
surance fee went with respect to your projections, Mr. Trazier. I 
thought you said in your testimony recently that it would go to the 
universities to defer costs. 

Mr. Frazier. Senator Jeffords, the loan origination fee is re- 
turned to the Department of Education. It is a fee that helps with 
the costs of the program. In other words, if he had no other deduc- 
tions, the student would not get 100 percent of the loan. 

Senator Jeffords. I understand that, but I think the bill wipes 
those payments out totally, so that is what confused me and how 
important that was to your estimates as to savings. 

Mr. Frazier. Well, on the point of our estimate, if you were to 
reduce the insurance fees or discontinue the insurance fees as well 
as the loan origination fees, then our estimate would go down; it 
would be reduced. 

Senator Jeffords. Do you know how much? 

Mr. Upshar. Senator, it would go down to $400 million. But be 
mindful of the fact that that is not within the IDEA concept, our 
analysis. 

Senator Jeffords. I understand. I just wanted to make that point 
clear. Another one you have is a 20 percent default rate. I know 
the net default rate for GSLs right now is about 10 percent. Why 
did you use 20 percent? The gross is getting up there, the net de- 
fault rate — the reason I ask what impact that would have is that if 
you don't have defaults under the IDEA system other than the 
type you talked about, which are not measurable in the same con- 
text, how would that affect the cost estimates that you had, or sav- 
ings estimates? 

Mr. Upshar. What we tried to do in our analysis was to keep 
terms such as default rates constant, and the 20 percent was used 
to maintain a conservative flavor of our estimates. 

Another thing we did was we identified what impact switching 
certain assumptions would have on our overall results. Now, de- 
fault rates were identified in our analysis as being highly sensitive, 
meaning that minor changes in our default rate assumptions had 
disproportionate impacts on our estimates. The exact dollar figure 
escapes me at the moment, but we could certainly get back with 
you in a matter of time on that. 

Senator Jeffords. I'd appreciate that because we are trying to 
get a look at the cost to the government of these things, and I 
think those are rath-jr important assumptions, and we should know 

GX&C^ wh&^ ^lll6y 31*6* 

In your study, you didn't measure the impact of the cost on the 
institutions for administering the program at all? 

Mr. Frazier. No, sir, we have not done that. That is one of the 
things that we have been asked to look at, and we are in the proc- 
ess of getting a job started to take a look at the impact on the msti- 
tutions. 

Senator Jeffords. I think the other questions I had have been 
answered, Mr. Chairman, so Til stop early. 
Senator Pell. Thank you. 
I thank the panel very much— Senator Simon. 
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Senator Simon. Thank you, Mr. Chairman. I have just a couple 
of quick comments. 

Onf , while, Mr. Reischauer, in the aggregate the Massachusetts 
figures you cite are correct, there is no question that a lot of stu- 
dents face real problems right now repaying loans, including those 
who get bachelor's degrees. A student who graduates owing 
$18,000, for example, and is making $10,000 per year under the cur- 
rent program has to pay back $264 a month, and under our pro- 
gram would pay back $74 a month. 

Second, just to underscore what you said to me, Mr. Reischauer, 
in your letter of October 25, "unless it is mostly low- income stu- 
dents who borrow under the IDEA program, establishing the IDEA 
program in place of current loan programs would break even and 
most likely produce savings.'' I would ask, Mr. Chairman, that the 
letter be included in the record. 

Then finally, the point was made that parents might take advan- 
tage of it and be relieved a little. There is no question that that is 
the aim, to relieve parents a little of some of this responsibility and 
assume that students can get to college through this kind of assist 
ance and students will repay it. But in the process we will also get 
a great many more students. 

Thank you, Mr. Chairman. 

Senator Pell. Thank you very much indeed. 

Thank you. Dr. Reischauer, Mr. Frazier, for being with us. 

We now come to our third panel which includes: Dr. Bill True- 
heart, president of Bryant College in Smithfield, RI; Dr. John 
Silber, president of Boston University; Mr. Leonard Wenc, financial 
aid director at Carleton College in Northfield, MN; Dr. Oswald 
Bronson, president of Bethune Cookman College in Daytona Beach; 
and Ms. G. Kay Jacks, financial aid director at Colorado State Uni- 
versity. 

I thank the panel very much indeed for being with us. Let's start 
off with a witness from Rhode Island. 
Dr. Trueheart, welcome. 

STATEMENTS OF WILLIAM TRUEHEART, PRESIDENT, BRYANT 
COLLEGE, SMITHFIELD, RI; JOHN R. SILBER, PRESIDENT, 
BOSTON UNIVERSITY, BOSTON, MA; LEONARD M. WENC, FINAN- 
CIAL AID DIRECTOR, CARLETON COLLEGE, NORTHFIELD, MN; 
DR. OSWALD P. BRONSON, SR., PRESIDENT, BETHUNE COOK- 
MAN COLLEGE, DAYTONA BEACH, FL, AND G. KAY JACKS, FI- 
NANCIAL AID DIRECTOR, COLORADO STATE UNIVERSITY, FOKT 
COLLINS, CO 

Mr. Trueheart, Good after neon, Mr, Chairman and members of 
the committee, I am Bill Trueheart, president of Bryant College. 

Bryant is a relatively small institution, a small independent pro- 
fessional college in Smithfield, RL I appreciate this opportunity to 
appear before you today to briefly expand upon my viftWf; expressed 
to Senator Pell several weeks ago regarding proposals to radically 
restructure Federal loan programs. 

At Bryant, 46 percent of our full-time undergraduate students re- 
ceive some form of Federal loan assistance, totalling more than 
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$4,600,000. Nearly 12 percent of our full-time undergraduates re- 
ceive about $625,000 in Pell and SEOG grants. 

It was our students' reliance on Pell Grants and on Federal edu- 
cation loans that initially caused me to become concerned about 
the proposed restructuring of the loan programs and which cause 
me now, after further study and reflection, to urge your committee 
to maintain and improve the current program structure through- 
out the reauthorization process. 

Let me be more specific about those aspects of the several pro- 
posals for change that we enthusiastically support. 

First, we support efforts to create an early awareness of college 
opportunities and the financial aid pr(«rams to access them. 

Second, we favor efforts to increase funding levels for the Pell 
grants and loan programs, and we favor your committee's efforts to 
do so with mechanisms to ensure greater accountability. 

Third, we support efforts to make the best possible use of eyex-y 
taxpayer dollar spent in support of f ederal aid programs, and we 
believe that monitoring performance is essential to justify taxpayer 
confidence. . 

Last, and most importantly for today's discussion, we favor 
taking all steps possible to achieve administrative simplicity and 
consistency in the delivery of grant and loan programs. 

In our view, the current loan programs serve our students well, 
they serve our colleges well, and they serve the Federal Govern- 
ment well in maximizing the leverage of the Federal dollar. 

Current programs in large measure are well-managed by the par- 
ticiparts, and this has resulted in minimal Federal risk and cost. 

In »;hode Island, for example, the Federal default trigger rate in 
1990 was a low 2.06 percent. At Bryant our default rate i^' one of 
the lowest in the Nation; we have just under 5 percent for Perkins 
loans and a little over 5 percent for Stafford loans. 

We believe that the existing loan programs can and should be 
improved by implementing changes to achieve the goals mentioned 
earlier, but without incurring the substantial risks to students and 
institutions that proposals like the direct loan program and the 
IDEA credit program present. ... 

One of the most troublesome aspects of the recent public debate 
on these proposals is that the arguments tend to compare the lofty 
concept of direct loans with the mundane detail and daily oper- 
ational problems and weaknesses of the current loan programs. 

Now, we are all very familiar with the warts of the current loan 
programs, and we are understandably drawn to an appealing vision 
of how a Utopian loan program might operate. But at bottom, as 
you have heard from others, to determine whether a new, major 
national loan program will work, \ must have much more focused 
examination of the fundamental operational issues related to cost- 
effectiveness and efficiency of the services to our Nation s students 
and colleges. 

I want to illustrate my point with an example. As many ot you 
know, one of the criticisms of most of our current Federal pro- 

?;rams levelled by students and financial aid officers is that it is dii 
icult to identify and speak to the customer service staffs at lending 
or loan servicing companies to ask questions about a loan or check 
on a payment. 
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This problem is caused in large part by the sheer volume of stu- 
dents compared to the lenders and servicers. It is therefore surpris- 
ing that proponents of the direct loan concept assert that it would 
be simpler for students to call the central Department of Education 
number for answers to their questions. Under the IDEA proposal, 
students might have to call the Internal Revenue Service for infor- 
mation. , . , 

My point here is that in theory the proposal may sound simpler, 
but can you imagine that it would really be less complicated trying 
to get questions answered from a large Federal agency or even 
more difficult, their lowest bid contractor? 

Having been a student of public administration for a long time, 
and as a former director of the master in public administration 
program at the Kennedy School of Government, such promises con- 
cern me greatly. Please understand that I have deep respect for 
Federal public servants and the enormous challenges thev face in 
administering Federal programs, but responsiveness and ease of 
access for millions of students, for any large Federal department, is 
unlikely to be more effective than our present s: otem. 

My point here is that our present loan system is based on one of 
the most successful public-private partnerships in recent history. 
Our present loan programs are fundamentally sound, and our 
present programs work reasonably well for colleges and universi- 

want to underscore the program that the direct loan and the 
IDEA credit proposal, I believe, woulc place a great hardship espe- 
cially on smaller colleges and universities. 

These proposals also contain many other questionable assump- 
tions and promises. They promise that their programs will be less 
expensive for the Federal Government even though, as I under- 
stand it, the Treasury will have to borrow all of the money to pro- 
vide new loans each year, and then later, borrow more to pay the 
interest that is accruing and unpaid on the previous years loans. 

I understand that this feature alone would increase the Federal 
debt by $12-$15 billion each and every year through the end of the 

Further, the government would also assume all of the default 
risks, thereby increasing its liabilities for default, for all servicing 
and collection responsibilities and all risks associated with interest 
rate movements. , 

It is very unlikely, in my view, that the promises of improved 
monitoring of program performance and integrity can be achieved. 

Our current programs involve guarantee agencies that have 
monitoring responsibility and financial accountability. The pro- 
posed programs would have no such intermediaries between the 
government and risk. . , j 

Currently the 50 largest holders of student loans, banks and sec- 
ondary markets, own almost 75 percent of all the outstanding 
loans, or about $40 billion of the $52 billion outstanding. It would 
undoubtedly be far easier to more rigorously review their perform- 
ance to protect the Federal investment than it would be to review 
the performance of thousands of colleges and proprietary schools 
which under these proposals would essentially be given Federal 
checkbooks to draw on. 
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Proponents of thr proposed programs also offer promises of ad- 
ministrative simplicity for students and schools alike. We believe 
that the administrative costs foi small colleges like Bryant espe- 
cially will be several times greater than appears to be assumed. 

In closing, Mr. Chairman, please be assured that I did not intend 
to throw cold water on the committee's attempts to explore cre- 
ative ways to improve the delivery of educational loan capital. Far 
from it. Rather, I appear before you today to convey my belief that 
those objectives can be achieved through modifications of the exist- 
ing programs in ways that will not subject students or postsecond- 
ary institutions or the government to unnecessary risks and costs. 

I appreciate the opportunity to share my views with you, and Td 
be pleased to answer questions. 

Thank you very much. 

[The prepared statement of Dr. Trueheart follows:] 
Prepared Statement of Dr. Trueheart 

Good afternoon, Mr. Chairman and members of ♦^he committee, I am Bill True- 
heart, president of Bryant College, which is a moderately-sized independent college 
located in Smithfield, RI. I appreciate this opportunity to appear before you today to 
briefly expand upon my views expressed in a letter to Senator Pell several weeks 
ago regarding proposals to radically restructure federal education loan programs. 

Bryant College offers programs in business and related disciplines to undergradu- 
ate and graduate students. Our total enrollment is approximately 5,000 students, 
with approximately 2,934 full-time undergraduate students— the majority of whom 
come from New England and the mid-Atlantic states. Approximately 20 percent of 
our undergraduates (575) are commuters; 80 percent live on our campus. 

Bryant College's endowment is modest and, like many of our sister institutions, 
we must rely heavily upon tuition and fee revenues. Presently, 66 percent of our 
revenues come from tuition and fees. This year, the total cost for a resident student 
(tuition and fees, room, board, incidental expenses) is $18,630. 

Forty-six percent of our full-time undergraduate students receive some form of 
federal loan assistance totalling $4,656,000 in 1991-92. Nearly 12 percent of our full- 
time undergraduates receive nearly $625,0CK) in Pell and SEOG grants. 

To serve our financial aid recipients, we have a small staff of four full-time profes- 
sionals (two of whom job-share) and 6 work-study students. ^ 

It is our college's reliance on tuition income and our student's reliance on Pell 
Grants and federal education loans that initially caused me to become concerned 
about the proposed restructuring of the loan programs and which cause me, after 
further study and reflection, to urge this committee to maintain and improve the 
current program structure throughout the Reauthorization process. 

Let me be more specific about those aspects of the several proposals that we (and 
many others) enthusiastically support: 

1. We support efforts to create an early awareness of college opportunities 
and the financial aid programs to access them. 

2. We favor effoils to increase funding levels for the Pell grants and loan pro- 
grams and the committee's efforts to do so with accountability. 

3. We support efforts to make the best possible use of every taxpaye4r dollar 
spent in support of federal aid programs and believe that monitoring perform- 
ance is essential to justify taxpayer confidence. 

4. Lastly, and most importantly for today's discussion, we favor takmg all 
steps possible to achieve administrative simplicity and consistency in the deliv- 
ery of grant and loan prccp'ams. 

In our view, the current loan programs serve our students well, they serve our 
college well and serve the federal government well in maximizing the leverage of 
the federal dollar. The piograms are well managed by all participants resulting in 
minimal federal risks and costs. In Rhode Island, for example, the federal default 
trigger default rate in 1990 was a low 2.06 percent. 

At Bryant we believe that existing loan programs can and should be improved by 
implementing changes to achieve the goals mentioned above and many more with- 
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out incurring the substantial risks to students and institutions that proposals like 
the direct loan program and the IDEA Credit program present. 

One of the most troublesome aspect of the recent public debate on these proposals 
is that the arguments have tended to compare the lofty concept of direct loans with 
the mundane detail and daily operational problems and weaknesses of the current 
loan programs. We are all very familiar with the warts of the current loan pro- 
grams and are understandably drawn to an appealing vision of how a Utopian loan 
program might operate— but, at bottom, to determine whether a m^jor new national 
loan program will work, we must have focussed examination of fundamental oper- 
ational issues and the details related to the cost effectiveness and efficiency of serv- 
ices to the Nation's students and colleges. _ . 

Let me illustrate my point with an example. One of the criticisms of our present 
federal loan programs, levek<l by students and financial aid officers, is that it is dif- 
ficult to identify and speak to the customer service staffs at lender or loan servicing 
companies to ask questions about their loans or to check a payment. 

This problem is caused in large part by the sheer volume of students compared to 
lenders and servicers. It is, therefore, surprising that proponents of the direct loan 
concept assert that it would be simpler for students to call the central Department 
of Education telephone number for the answers to their questions. Under the IDEA 
proposal students might have to call the Internal Revenue Service for such informa- 
tion. In theory, this proposal may sound simpler but can you imagine that it would 
really be less complicated trying to get a question answered by a single federal 
agency or their low-bid contractor? j. 4 r 

Having long been a student of public administration and as a former director ot 
the master in public administration program at the Kennedy School of Government, 
such cavalier promises concern me greatly. Please understand that I have deep re- 
spect for our federal public servants and the enormous challenges they face in ad- 
ministering federal programs. But responsiveness and ease of access for millions of 
students for any large federal department is unlikely to be more effective than our 
present system. . ^ ^ . 

Mv point here is that our present loan system is based on one of the most success- 
ful puolic/private partnerships in recent history. Our present loan programs are 
fundamentally sound. , „ . , ^. . , 

The direct loan and IDEA Credit proposal contain many additional questionable 
assumptions and promises. They promise that their programs will be less expensive 
for the federal government even though the Treasury will have to borrow all ot the 
money to provide new loans each year and then later borrow more to pay the inter- 
est that is accruing and unpaid on the previous vear's loans. I understand that this 
feature alone will increase the federal debt by $12-$15 billion each and every y^r 



through the end of the century. Further, the government would also assume all de- 
fault risks thereby increasing it's liabilities for default, all servicing and collection 
responsibilities and all risks associated with interest rate movements. 

It is also very unlikely, in my view, that the promises of improved monitoring ot 
program performance and integrity can be achieved. The current programs involve 
guarantee agencies that have monitoring responsibility and financial accountability. 
The proposed programs would have no such intermediaries between the ffovernnjent 
and risk. Currently, the 50 largest holders of student loans, banks an^ «S 
markets, own almost 75 percent of all the outstanding loans or $40 billion of the "fbl 
billion outstanding. It would undoubtedly be far easier to more rigorously review 
their performance to protect the federal investment than it would be to review the 
performance of the thousands of colleges and proprietary schools which, under these 
proposals, would essentially be given federal cWkbooks to draw on. . 

Proponents of the proposed programs offer promises of administrative simplicity 
for student and school alike and even the lure of a $20 per loan administrative fee 
to be paid to a college for each loan. Such administrative allowances have been au- 
thorized before for colleges but have never been paid even though the colleges have 
performed the duties for which the allowance was intended. 

In closing, please be assured that I did not intend to throw cold water on your 
committee's attempts to explore creative ways to improve the delivery of education 
loan capital. Far from it. Rather to convey my belief that those objectives can be 
achieved through modifications of the existing programs in ways that will not sub- 
ject students or post-secondary institutions or the government to unnecessary risks. 

I appreciate the opportunity to share these views with you and would be pleased 
to respond to any questions which you may have. Thank you. 

Senator Pell. Thank you very much indeed, Dr. Trueheart. 
Dr. Silber. 

lU 
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Mr. SiLUfiR. Mr. Chairman, Senator Metzenbaum and members of 
the subcommittee, I welcome this opportunity and am privileged to 
testify today. This is a subject on which I and colleagues of mine at 
Boston University have been working intensively since about 1974 
and from the period of 1974 to 1978 developed many models of how 
such direct loan programs would work and developed them in 
terms of a tuitior advance fund— which I know shares at least 
three important features with the program that has been proposed 
for your consideration this afternoon. 

The proposed amendments to Title II contain, in the Income-De- 
pendent Education Assistance Credit, IDEA, a proposal that is not 
only a step, but actually several steps, three steps, in the right di- 
rection toward a rational system for financial aid that will remove 
some of the last barriers denying higher education to young people 
of America and will do so in a fashion that will relieve their par- 
ents and the taxpayers of a heaw burden; a no need assessment, 
which removes much waste and confusion and also fraud; an 
income contingency and IRS collection. Those are three important, 
notable steps, and in the development of the TAF proposal, we 
have developed much information there that I think can be useful 
to you in the refinement of this project over the next 2 years. 

IDEA embodies these crucial steps that will bring new realism, 
effectiveness and reduced opportunity cost to Federal efforts for fi- 
nancial aid. 

The first of these is that aid under IDEA is available to all quali- 
fied students without regard to the financial situation of their own 
families. I think that complication you have introduced to say be 
sure that they are not eligible for Pell grants before you make 
them eligible for these is truly unnecessary, because if you have 
the choice between having a grant that you don't have to repay 
and loan that must be repaid at substantial interest, I don t believe 
you are going to have to take very much time to persuade a person 
to take the grant instead of the loan. 

At present there is no reliable way of determining the accuracy 
of claims of financial independence made by students, and a former 
Secretary of Education estimated fraud in such reports at about 30 
percent. Rather than assessing the need through a bureaucracy 
that is cumbrous, expensive and not very accurate, IDEA treats 
students on their own terms rather than as children of their par- 
ents. Judged on their own terms, of course, most students are indi- 
gent or nearly so. But they graduate from college with immensely 
increased earning power, well able over time to repay the price of 
their education. IDEA shifts a heavy and indeed increasingly im- 
possible burden from the shoulders of parents to lay a far lighter 
and reasonable burden on the shoulders of the students who are 
the direct recipients of the education they receive. 

By dispensing with traditional concepts of needs assessment, 
IDEA removes a heavy administrative burden from institutions of 
higher education and the Federal Government. This is increasingly 
a needless burden for, as the price of tuition rises, an increasingly 
large proportion of all students have need and now have massive 
need. ^, , 

A second key principle embodied in IDEA is repayment through 
payroll withholding under the watchful eye of the Internal Reve- 
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nue Service. At a stroke, repayment of loans under IDEA is guar- 
anteed so long as graduates have income. With the IRS involved— 
and it wouM be a requirement, I presume, under this legislation 
that all who take advantage of such loans will have to file income 
tax returns— there will be no defaul*^^ through bankruptcy and only 
three ways to evade payment: death, disability, or Leavenworth. 
And none of these is especially attractive. Thus, another massive 
administrative burden would be lifted— that of locating and pursu- 
ing delinquent graduates. The cost to the government would be 
minimal, that of adding a new box to the W-4 form, which I think 
is the simplest way to do it, and transferring funds from one ac- 
count of the Treasury to another. 

We have already noted the model in the form ot the arrange- 
ments used to collect Social Security taxes and voluntary political 
contributions. Those who speak of the drastic complications that 
would be imposed on the IRS overlook the fact that the IRS, with 
great simplicity, was able to accommodate to the voluntary politi- 
cal contributions. , , , 

The third important principle embodied in IDEA is incoine-con- 
tingent repayment. This takes into account the fact that graduates 
will attain differing levels of financial success. There is no reason 
why young investment bankers should not repay quickly, but grad- 
uates working for nonprofit organizations and doing work at least 
as valuable to society will be unable to repay at the same rate. And 
if they have pursued expensive educations and unremunerative ca- 
reers, such as doctors working in inner-city clinics, they may be 
forced into bankruptcy no matter how hard they work or how re- 
sponsibly they budget their income, if their repayment must be 
direct instead of contingent on income. „ , , ^ 

Under IDEA, there is no reason why the Federal Government 
should not serve as the lender, rather than transferring this func- 
tion at a substantial cost to the banks— a cost paid for, by the way, 
by students. I see no reason to prefer the interests of the banks to 
the interest of educating our student body and increasing the intel- 
lectual capital of this country. r i j 

With IRS collection, IDEA loans are a sure thing for the lender, 
obviating most of the service functions provided by banks. There is 
no reason for banks to be provided with premiums to administer a 
risk-free program which the government can administer more 
cheaply and without any additional risk. , 

Mr. Chairman, in 1978 Senator Kennedy and many others intro- 
duced legislation to enact another proposal along similar lines to 
IDEA. This grew out of a proposal I had made the year before, the 
Tuition Advance Fund, known as TAF, an income-dej^ndent pro- 
gram in which repayments were to be made through IRS. 

Besides many similarities, IDEA and TAF have many differ- 
ences, which I shall not dwell on here. I do see, however, one seri- 
ous problem with IDEA. Interest accrues while students are still in 
college. This accrual to principal, combined with an interest rate ot 
T-bill plus 2 percent, will ensure that many graduates will experi- 
ence negative amortization. Even after they begin repayment, their 
loan balance will increase rather than decline. 

I believe that any workable program will need to address this ait- 
ficulty in some way, perhaps by cross-subsidies between richer and 
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poorer students as in the case of H.R. 2336, or the government 
could forego its 2 percent premium on the T-bill rate. It is prepared 
to borrow money at the T-bill rate; why should it not lend at the 
same rate, for these loans are an investment in our most precious 
natural resource— human intelligence. I think it is very important 
to distinguish between investment and consumption. For us to set 
aside funds, to borrow funds at T-bill rates and have them repaid 
at T-bill rates in order to increase the intellectual capital of this 
country and make us more competitive by a better work force is a 
lot better than to talk about doing the same thing and takmg on 
additional debt that will have to be repaid which is for consump- 
tion instead of for investment. . r ., , * 

I was surprised that the undersecretary of education tailed to 
make the important distinction between taking on an obligation for 
the purpose of investment as opposed to consumption. 

TAF, I believe, was a good idea and still is. Its time had not come 
because in 1978 the crisis in financial aid had not yet mushroomed 
to an extent that vast exceeds the resources, financial and moral, 
of most conscientious parents and the hardest-working students. 

Senators Simon and Durenberger have made a major contribu- 
tion to the development of a sound policy with regard to Federal 
financial aid to students in higher education by their amendment. I 
understand that the system requires not one more round of adjust- 
ments and funding increases, but a major renovation. IDEA pro- 
vides a vehicle for that renovation. 

Thank you. . , , , ^ i 

[The prepared statement of Mr. Silber (with attachments) fol- 
lows:] 

Prepared Statement of Mr. Silber 

Mr. Chairman, Senator Kassebaum, members of the subcommittee. I am grateful 
for the privilege of testifying today. i * 

The proposed amendments to Title II contain, in the Income Dependent bducation 
Assistance Credit (IDEA), a propo&al that is not merely a step, but several steps in 
the right direction towards a rational system of financial aid that will remove the 
last barriers that deny high education to the young people of America, and do so in 
a fashion that will relieve their parents and the taxpayer of a heavy burden. 

IDEA embodies several crucial principles which, if ena<;ted, will bring a new real- 
ism, effectiveness and reduced opportunity cost to federal efforts for financial aid. 

One of these is that aid under IDEA is available to all qualified students without 
regard to the financial situation of their own families. At present there is no reli- 
able way of determining the accuracy of claims of financial independence made oy 
students. Rather than assessing need through a bureaucracy that is cumbrous, ex- 
pensive and not very accurate, IDEA treats students in their own terms rather than 
as children of their parents. Judged in their own terms, of course, most students are 
indigent or nearly so. But they graduate from college with immensely increa»ed 
earning power, well able, over time, to repay the price of their education. IDEA 
shias a heavy burden from the shoulders of parents and lays a far lighter one on 
the shoulders of students. , ^ ^ 

By dispensing with traditional concepts of needs assessment, IDEA removes a 
heavy administrative burden from institutions of higher education and the federal 
government. This is increasingly a needless burden: for a the price of tuition rises, 
an increasingly large proportion of all students have need, and now have massive 

"Mother key principle embodied in IDEA is repayment through payroll withhold- 
ing under the watchful eye of the Internal Revenue service. At a ^^''^^'^e, repayment 
of loans under IDEA is guaranteed so long as graduates have income. With the iKo 
involved, there will be no default through bankruptcy and only three ways to evade 
repayment: death, disability, or Leavenworth. None of these is especially attractive. 
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And thus another massive administrative burden would be lifted: that of locating 
and pursing delinquent graduates. The cost to the government would be minimal: 
that of adding a new box to the W-4 form and transferring funds from one account 
at the Treasury to another. We already have the model in the form of the arrange- 
ments used to collect social Sjecurity taxes and voluntary political contributions. 

The third important principle embodied in IDEA is income<ontingent repayment. 
This takes into account the fact that graduates will attain differing levels of flnan- 
cial success. There is no reason why young investment bankers would not repay 
quickly. But graduates working for non-profit organizations and doing work at least 
as valuable to society (as investment banking) will be unable to pay at the same 
rate, and, if they have pursued expensive educations and unremunerative careers-* 
doctors work^r-g in inner-city clinics, for example— may be forced into bankruptcy 
no matter how hard they work or how responsibly they budget their income. 

Under IDEA there is no reason why the federal government should not serve as 
the lender, rather than transferring this function, at a substantial cost, to banks. 
With IRS collection, IDEA loans are a sure thing for the lender, obviating most of 
the service functions provided by banks. There is no roason for banks to be provided 
with premiums to administer a risk-free program which the government can admin- 
ister more cheaply and without any additional risk. 

Mr. Chairman, in 1978 Senator Kennedy and others introduced legislation to 
enact another proposal along lines similar to IDEA. This grew out of a proposal I 
had made the year before, the Tuition Advance Fund (TAF), an income-dependent 
program in which repayments were to be made through the IRS. 

Besides many similarities, IDEA and TAF have many differences. I shall not 
dwell on these here. I do see, however, one serious problem with IDEA> Interest 
accrues while students are still in college. This accrual to principal, combined with 
an interest rate of T-Bill+2, will ensure that many graduates will experience nega- 
tive amortization: even after they begin repayment their lean balance will increase 
rather than decline. I believe that any workable program will need to address this 
difficulty in some way, perhaps by cross-subsidies between richer and poorer stu- 
dents, as is the case with H.R. 2336. Or the government could forego its 2 percent 
premium on the T-Bill rate. It is prepared to borrow money at the T-Bill rate. Why 
should it not lend at the same rate? For these loans are an investment in our most 
precious national resource: human intelligence. 

TAF was, I believe, a good idea. I believe it still is. Its time had not come because 
in 1978 the crisis in financial aid had not yet mushroomed to an extent that vastly 
exceeds the resources, financial and moral, of the most conscientious parents and 
hardest-working students. 

Senators Simon and Durenberger have made a major contribution to the develop- 
ment of sound policy with regard to federal financial aid for students in higher edu- 
cation. They understand that the system requires not one more round of adjust- 
ments and funding increases but a major renovation. 

IDEA provides a vehicle for that renovation. 
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THE TUITION ADVANCE FUND 
Testimony of John R Silber, President, Boston University 
before the National Commission on Student Financial Assistance 
Washington, DC, April 25, 1983 

In recent yeers teerlcani have bteome Incteaelngly eirare 
of the need to build up the nation'a phyalcal and financial 
capital. Through the effotta of the Reagan adminiatratlon» the 
national debate on thla iaaue haa in large part ahifted from 
the queation of whether capital needa to b^ developed and 
maintained to the queetion of hov beat to do go. 

We have not yet adequately recognized, hovever, that 
there ia a third kind of capital intellectual capital ~ 
which ia as important aa the other two kinda. In fact the 
development of phyaical and financial capital depanda upon it. 
Intellectual capital ia fundas^tntal to the wealth of nations in 
a way that physical capital ia not. Thia can be seen in the 
example of Japan» a nation with next to nothing in natural 
resources, a country that is deficient even in arable land. By 
tubatitutlng intellectual capital for phyalcal capital 
substituting trained intelligence and Ita products for natural 
reaourcea Japan haa built the third greateat economy in the 
world. 

I emphasize the importance of trained intelligence, for 
In the Third World therft are many deapetately |H)or countrlea 
that are far richer in reaourcea than Japan and whoae people 
are on the average aa intelligent. But theae countriea fail to 
convert the raw material of native intelligence Into 
intellectual capital through education* and in consequence they 
languish in poverty and political oppression which are the 
harvest of ignorance. Japan* through ita Intense and pervasive 
programs of education* flouriahes in prosperity and freedom, 
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proTlding M ftpecticular example of Che sMneT in iihlcb 
education can be liberating both to indlvlduala and aocietiea. 

To a large extent, of courae» the itne couLd be aald of 
the United States » where much lip service and a great deal of 
noney arc paid to education. But oore and nore the provision 
of soney is coming to be as Ineffective es the lip service. 
This problem is not peculiar to higher education, there let 
for example, widespread consensus that our elementary end 
secondary schools are failing in their basic tasks, a failure 
reflected in the decade-long decline in SAT scorea no less thso 
in our national plague of functional illiterecy. 

In higher education, we ere facing diaasCer. A period of 
violent inflation has driven the cost of higher education up 
iharply. It has been followed by a period of demographic 
decline, which it sharply reducing the pool of atudents to be 
educated* The combined result is a cubs tan tial increeae in the 
unit cost of higher education well beyond the increeae driven 
by inflation alone. If we try to muddle through, widespread 
bankruptcy among the Institutions of the independent aector and 
a dangtroua and extremely expensive force«feedlng of those in 
Che state aector will follow. The atatea Will gain a virtual 
monopoly on higher education; diversity in higher education and 
the taxpayer's pocketbook will be the cesualtlea. 

Our stock of intellectual capital will grow leas rapidly 
Chan it might, and we will continue the uneonaeionable waete of 
capital entailed in the under-education and mle«»educatlon of 
the poor and the minorities. 
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It it •galnit thii ptotptct, no Itss tbto tgalngt thi 
bactesround of widely raeogBiied datieicneiat in the ptasent 
lystam of f odaral financial aid . that I eoae bafoce tba 
Comlaalon today. 

Ve art facad with two iapatativeas anauclni that 00 young 
taetlean will ba deniad aeeaaa to hignmx education bocauae of 
hit Inability to pay for collate ar. the tiae of hia attendance, 
end Bixlmlalng the extent to which he evantuelly paya for the 
educational benefit he received aa a etudant. the esiatlng 
ayacan of fedarally-guarantaad loana rccognisaa that atudenta 
can and ahould pay for auch of the coat of their higher 
education. But it la flawed by falling to guarantee repayaant 
and by charging Intereat ratea that now lapoae Intereat coata 
that nount up tc « aun frequently exceeding the original loan 
within aeven yeara. Such loana are confiacatory in effect and 
usurloua by hlatorlcal atandatda that ware accepted aa recently 
as ten yeara ago. They are inducenenta to default and 
bankruptcy • 

The provlalon of acceaa to higher education it crucial to 
intellectual capital formations whatever inCellectual capital 
haa been developed In our high achool aenlort la acattered 
among than without regard to the financial atatua of their 
parents. While it la true that the children of th* affluent 
win, aa a group, have had acceaa to auparlor elementary and 
aecondary education, and more parental encouragement et home 
than the children of the poor, who will, aa a group, have been 
BhoTt-changed to varying degrees in all theae araaa, the 
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brightest and most proaiiing atudtnts will appMC in all social 
and eeonoQlc groups. Any sysCtm of hl^ar tducatlon vbicb 
allocatas sup«rloc aducatloa In tatms of parental Income alone 
will I therefore! In addition to comnlttlng a grave injustice t 
waste Intellectual capital built up at treat cost earlier in 
the educational procaia* 

The ideal systen of financing higher education would, 
therefore, nakc family iocome as nearly Irrelevant as possible 
to the attainment of higher educatloni while requiring those 
who have been educated to contribute a major portion of the 
cost of their education. 

To meet those two key objactivee I have propoaad a 
comprehensive aystem of federal funding for higher educetlon 
which would provide educational opportunity •** both in accesa 
and in choice more equally and more eitenslvely than 
anything dreamed of by the Democrata and which will increase 
the responsibility for self-reliance end, within e few yeara, 
reduce the federal role in higher educitlon mote drastlcslly 
thsn anything proposed by che Republicans. This syscemetlc, 
comprehensive plan for the financing of higher educetlon I have 
called the TVjition Advance T^nd (TAF). 

Under TAF, any undargraduate degree->candldste in an 
accredited institution could be advanced money to pay for 
tuition, to a limit of perhaps $7,000 a ymar for four yeara. 
After graduation, students would repay through a new peyrolL 
withholding tax, adminiatered by the IRS, on a eliding ecale 
that might rea';b 51 of gross income at maximum* There would be 
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no repaynent on Incomei h»lon a cattiin Uvl — perhaps 
$10,000 ■ yaat. Ihl* repayaant would cont.lnu« until 
one-and-a-half tlmea tha original had b«en rapald. Ibis oxcaaa 
of repayment over advance would iaaute the Rjnd agalnat the 
unemployment and ««tly death of aoae of thoae who hau gotten 
advancea. Repayment of one-end-one-helf tlmee the edvence 
would atlll be « bargain for the recipient, for the finenclel 
benefit that proceeds from having attended college will, on the 
average, exceed the total tepe>'ment obligation by twenty-five 
timaci. In 1977 the Buteeu of the Census estimated that the 
average college graduate earned over e lifetime $232,000 aore 
than the average high school gtaduete. That la approxlaately 
$375,000 In 1982 dollate. The auixlaua TAP tepeyoent obligation 
— advance plus surcharge — would be about 121 of thla 
amount. The average TAF repayment obligation would b(! no aore 
than AX. 

In fifteen to twenty yeete, repayaents to the Fund and 
Iti Investment Income would reach a level aufflcUnt to meet 
future claims against It. The Fund would then beeoae 
eelf-supportlng end conetltute • vest netlonal endowment for 
the educetlon of college and university students. In ten to 
twenty years more, every cent originally approptleted to the 
Fund out of tax revenues could be returned to the federal 
government: Thla would be e netlooel first. 

the edmlnlstretloo of the ptogran would be elnpllclty 
Itself. A student admitted to degree cendldecy at en 
accredited college or university would be issued «n account 
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under his ioeltl lecurity nuaber. H« would piy hli tuition 
or moit of It simply bj preatntltig hit account nuaber to hit 
buratti who would bill tbt Fundt Aftot graduation, whtn ba waa 
employed and filled out bla fom» ha would ebaek a box 
marked Indicating that ha bad an outatanding obligation to the 
Tuition Advance P^nd. Hla employer would then deduct from hla 
aalary at the appropriate rate end remit the TAP payment to Che 
Treasury along with Income and aoclal aecurlty tax 
withholdlnga. Anelagoua procadurea would cover the 
a elf -employed. 

I need hardly point out the Advantagea of auch a ayatem 
to thia Coomlaalon. The preient ayatem for needa aaaeaament la 
complicated » cuaberaoae» expanalve, and hlghl:r Ineffective: the 
Department of Education haa aatlDated that 3SX of the perental 
income atatementa contain aomt element of deception or fraud* 
*^ner^ ia alao a aarloua problem cauaed by the exlatence of the 
bogus ^independent" ecudent, who aaya ''Tati my father does make 
$200,000 a year, but that*a noc relevant to my altuatlons he 
haa cut me off without a penny.'* Sonetinea euch clelma are 
true, end ehould be teken Into conaideration by an equitable 
ayatem of financial ald{ uaually, however, they ere felee, made 
merely to get around dn inconvenient income ceiling. There ie 
no evidence, for example, of e wave of di a inheritance aweeplng 
Feirfield County, Connecticut. Even when there ia no element 
of fraud, a thoroughly equitable ayatem of finan^sial aid would 
require an invaaion of family and individual privacy that no 
unlveraity and no office of education ia qualified to make, or 
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eould maV« undtt th* Cooitltutlon. 

TAP iolvM th«i« ptobltM by ■ dt«»tlc tivliloo of the 
concept of natd. it dt.la ulth th« itudrnt ai W lodlvldutl, 
rachet tban aa a Bambar of a family. 

Th. sraat nejorlty of aCudenta. takao aa lodivlduala , ara 
close to indigency. Tbair need aa atudenta la toujhly equal to 
thair educational expenses. It makes mucb batter aenaa to 
consider them all as paupers for the momanc and tban exact 
repayment at a rate autonatlceUy Indeaad to their Individual 
proaparlty In later Ufa. 

But even If we consider them as menbara of a family, the 
(«et la that 95l of the famlUea in Anerlca need aome help to 
see one child through college end eubatantlal help to eee mora 
than one through collage et the aame tloe. 5X of the famlllea 
do not. Should we deny a rational ayatam of aid to the 95t 
aloply bacauae It may benefit tha 517 

In a parallel caae, that of tha public blghwaya, we 
decided to diapenae with a needa teat. Wa do not aak for a 
1040 form from aooaone who wanta to drive on an InCaratate 
highway beeeuae we cecogalte thet relatively faw people can 
afford ballcoptera or their own private roada. Similar 
principles ought to covet the ptovialon of guarantaed-repayment 
advances for college tuition. 

The Tuition Advance Fund llkewlae of fare major advantagaa 
In collection. The pet^ent aystaa la no better et collection 
than at needs aaseaanent. 

Default on Guaranteed Student Loena has been running 
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about 12X acrotf the board and abova 2Sl In aoiaa InacitutlonS; 
tha sovetonant haa alraady paid |1.7 billion In dafaulted 
loana» a aum vhlch la abouC a chlrd of tha 1980 national loaa 
from theft of all lortu, about two-thirda the loaa from 
burglary » nearly equal to the loaa £rO0 larceny, five tinea the 
loaa from armed robbery. Ihle la a acandal. At leaat aa 
Important aa the financial coat of the default la the noral 
coat, as hundreds of thouaanda of young people are encouraged 
or at least permitted to begin adult life with a maaaiva 
renunciation of responeibilicy in which bankruptcy and default 
become a secular rite of passage. 

The Tuition Advance hind would solve ttaie problem at a 
stroke: collectiona would he managed by the highly efficient 
aetbods of the Internal Revenue Service • Thia would leava 
persons having an obligation to repay with only three waya of 
defaulting: through unemployments through deaths end through 
Leavenworth. None ia eapecially attrectivai Bankruptcy would 
not be an option, for TAP doea not eatabllah a conventional 
debt, but rather an obligation to pay a apaeial tax at 
apsclfied rates until a apecified total haa been paid. 
Bankruptcy might wipe away all debtei *iUt there would etill be 
at obligation to continue paying the TAF tax until fuU 
repayment, retirement, or death aupervened. To Judge from the 
record of the GSL progrem, nothing la leee eute than deht 
tepeyment; but tex payment under the IRS code continues to run 
death a cloae aecond for certainty. 

To establiah this endowment fully funded for all 
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und«tBr«du«t.. would coit ipptoxlMCtly $12 billion ■ y««t In 
1982 doll«r». ApptoxlMCly fft.J billion «ould go to itud-nt. 
in •t«tt-»uppotttd lottltutlooo. and about $7.5 billion to 
atudtnti In lndtp«ndtnt Inttltutlont. Xncrwilngly 
■dmlnlBtratorf of it.te InitlcutioM «• going to fic« tfc. 
probI«m of elth« h.vlng to Incr.Me th.lr tuition or of having 
CO educe th. quality of thalr Initltutlonf. The n«ad for tht 
Tuition Advance Fund la going to Int.naify In th. .tat. .ector 
ju.t a. It h.i la th. ladep.nd.nt i.ctor. Th. btn.flta ate 
ther. for both. Approxl.at.ly $5 bllHon of th. $12 billion 
total could be fund.d tton programi that TAP would t.pl.c 
Ih. remainder of $7 bUUon can be put Into p.ttp.ctlv. by 
remainb.rlng that It la l.t. than 11 of th. operating budget of 
the federal govarnaent. and less than 1/4 of U of the Cro.a 

National Product. 

Thli ptogran would be, It ahould b. emphaalted. unlike 
every other fedatal appropriation, b.caui. It would hav. a 
clear and vl.lble tuna.t ahead of It: at gome point within 
three aenatorlal tern., th. total of r.paynenti Into the Mnd 
.nd It. lnv.ftm.nt Incoo. would b. .qual to th« advanett paid 
out, and th. Rmd world no longer tequlr- tai iupport. Bocau.. 
of the coopl.xltlea of iuch v.rlablai at Inflation, It li not 
poBBlble to be certain In precisely how xumj j.ata tha Rmd 
would becon. ielf-auatalnlng. Sue w. can i«y with great 
crtalnty that ielf-fundlng would be attained within fifteen to 
twenty years. Moreover, after a further pttiod, the Fund would 
attain a .utplua that would allow It to tapay to th. fwletal 
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goVAtnoMint all Che orlglnil funding. 

Iq thlt reiPtct TAP would liVmflBm be unlQut In tht 
hiatogY of federal ■pptopt Utlone> fa tutptv fi or les» the 
orogram would end the Cedenl role in finencloe f tudent eld. 

the aame time that tt ptovldea pa renta and atudenta with 
mMm aanetoua aid to hither education than any Denocret hei 
nropoaed or could hone to tee enacted, the FUqd proYidea for a 
hitfier percentage of repeyment, areater individual 
aelf^rellanca. ind a areeter^ reduction in federal aid to hlaher 
education thin any Republiccn haa propoaed ^r could hope for. 
The Tuition Advinca Fund la a perfectly reaponalble wiy of 
fundina hlaher education becauie thoae who recelye the 
eduotional benefit In advince will piy for It durlna thelx 
workina lifetime throuah payroll deduct loot ♦ 

the demographics of the 1\iltlon Advance Fund invert thoae 
of Social Security: an Increasing number of repayera against a 
decreasing or stable number of recipients guarsntees Ita 
financial integrity. It la lllce a college whoae enrollment 
remains roughly conatsnt but whose alumni incraasa annually. 

While meeting the educational goala of the Congreeay TAP 
would be fully conslatant with Nr. Reagan*a supply-side 
economics I for it la an investment in cspltsl formation rather 
than a progrsm of conauoptlon. 

The preaent federsl system for financial eld waa put 
together in patchss during a period when higher educstlon wss 
expanding and perpetually Incrsssing federal epsnding waa the 
custom, and widely considered a deslrsble one* Higher 
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•dueation now facet a nan and dUfatant raallty. Tha pool ftoa 
whieb it draw* ita atudanti haa bagun to abrlnk. and Pr«ild«nt 
Iteagin haa naaaiva national auppott to put fadaral apanding 
undtr firm control. Hlghar aducatlon ought to gat Its houaa in 
order by aupportlog a eomptehaniWe rafor« of federal floioclal 
aid that prooilaee long-term reduetiona in federal apcndlng. 

Uhdar the funding aeebaniiB propoiad for TAF, ipendlng on 
higher education beeoaee lnveit«ent rather than conaumption. 
Thia ia the high ground froB which higher education can reapond 
to Inevitable budget cute. The Tuition Advance Fund of fata the 
potential of a guaranteed phaae-out of a major part of the 
education budget while preserving and indeed enhancing our 
ability to provide higher education to every qualified atudent. 

Until federal deficits ate brou|^t under better control, 
realiam compele u« to the conclusion that a ptograta calling for 
increased spending for higher education — even a temporary and 
•elf -cancelling inctease such ss ThF has only a United 
chance for enactment. But the eaae for TAF can be made, even 
at thie time, as eaaenCial to our nation's economic well-being 
on which our national defense ultimately dependa. And when en 
improved economy givea the federal government aome room for 
maneuver, the Tuition Advance Fund will be seen as the obvloue 
solution. It Mill remove « heavy, almost unbeatable burden 
from the oacka of paranta and place en easily manageable one on 
the ehouldeta of each student. 
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Senator Pell. Thank you, Dr. Silber. 
Mr. Wenc. 

Mr. Wenc. Mr. Chairman, members of the committee, my name 
is Leonard M. Wenc. I am beginning my 21st year as director of 
student financial services at Carleton College in Northfield, MN. 

It is my intent to speak to you on the subject of direct lending as 
contained in the IDEA credit proposal submitted by Senators 
Simon and Durenberger. 

My tenure as a financial aid administrator began in 1965 with 
the implementation of the Higher Education Act in 1965. I would 
be remiss if I did not recognize the important role of Congress in 
making available programs of student assistance that have now 
grown well beyond their modest beginning and which now play a 
pivotal role in meeting our public policy goals. 

What has now become abundantly clear is that our largest Fed- 
eral student loan program is in need of review. What we now have 
is a window of opportunity which will allow the student loan pro- 
grams now in place to be seriously scrutinized with the possibility 
of substantial changes in what has become the mgyor student aid 
program currently available to students. This window of opportuni- 
ty was brought to my attention during the time that I served as an 
intern in Representative Tim Penny's office this past winter. 

The concept of a direct loan program as raised by the current ad- 
ministration offered what I believe to be a unique opportunity to 
address what many believe to be a serious problem in the guaran- 
teed student loan program. 

My concern was further raised by the demise of the Higher Edu- 
cation Assistance Foundation in my own State. 

I am now concerned that the fragile equilibrium necessary for 
any further continuation of this program is under severe strain. 

Students — not lenders, not guarantee agencies, not secondary 
markets — are and should remain our primary concern. However, it 
became apparent that confidence in the credibility of the guaran- 
teed student loan program was severely shaken and its future 
clouded by reports such as those by Senator Nunn's committee. 

It became obvious to me that the reauthorization process would 
be an appropriate vehicle to examine options to the current system 
of student lending and the financing of alternative loan options. I 
am pleased to recognize that both the Senate and the House now 
have an opportunity to assess such proposals which offer both chal- 
lenges and opportunities. 

After careful consideration, I am now convinced that a major 
change involving the opportunities provided by replacing the cur- 
rent guaranteed student loan program with the IDEA credit pro- 
posal introduced by Senators Simon and Durenberger warrants se- 
rious consideration by all of us who recognize the need for major 
change. 

Let me summarize my observations on this subject by making 
the following three points. One, the complexity and the number of 
players involved in the current program cries out for reform. Incre- 
mental change will simply not work. The facts dictate that the 
time for major change is at hand. Courage and leadership must not 
be found wanting if indeed public support for student aid is to be 
continued. 
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Any new program must recognize that students are both the con- 
sumer and the product of the education they receive. Admmistra- 
tive convenience of institutions is a factor but not the only factor 
in contemplating new alternatives. I am convinced that institutions 
who administer a direct loan program in the form of the Perkins 
loan program already have the necessary expertise in place to suc- 
cessfully administer a larger direct loan program. 

Second, the guaranteed student loan program now serves low- 
income students in a way all out of proportion from ite original 
intent. This results in the students with the greatest need being in- 
timidated by a complex delivery system. Direct funding as proposed 
by Senators Simon and Durenberger would put the subsidy where 
it should be, namely, at the end of the payout years. This approach 
is different from the current one, which offers subsidies at the 
front end of the process and without allowing the beneficiaries ot 
the education an opportunity to repay without the need for a subsi- 

%he trade-off of eliminating the in-school subsidy of interest will 
allow substantial savings which can be used to bolster the funding 
of the Pell grant program for those students who are most needy. 
It should also be understood that the elimination of origination and 
guarantor fees now assumed to average 6.6 percent will allow a stu- 
dent who borrows $10,000 over 4 years to have $660 extra to apply 
toward educational expenses. In addition, income-sensitive repay- 
ment via IRS systems will contribute to the integrity of the pro- 

^^The current environment in which Congress and higher educa- 
tion find themselves in has changed dramatically since the imple- 
mentation of the Higher Education Act of 1965. Your leadership 
and courage in addressing these changes should dictate a serious 
consideration of direct lending as a viable option for inclusion in 
the final reauthorization legislation. . 

Someone once said that when the future arrives, it will be met 
by two kinds of people— those who have helped shape it and those 
who have to adjust to it. It is my hope that all of us will be in the 

former group. „ „ . i. 

Please accept my deep appreciation for allowing me to appear 
before you today to discuss this most important matter. 

[The prepared statement of Mr. Wenc follows:] 

Prepared Statement of Mr. Werc 

Mr. Chairman, members of the committee, my name is Leonard M. Wen^c- J ?in 
beginning my 21st year as Director of Student Financial Aid Services at Carleton 
College in Northfield, Minnesota. . i j- „ <; 

It is my intent to speak to you on the subject of dir«:t lending as contained in S. 
1845. the IDEA Credit proposal submitted b>r Senators Simon and Durenberger. 

My tenure as a student financial aid administrator began in 1965 with the imple- 
mentation of the Higher Education Act of 1965. , , ^ i • 

I would be remiss if I did not recognize the important role of Congress in making 
available programs of student assistance that have now grown well beyond JJe". 
modest beginnings and now play a pivotal role in meeting our public policy goals. 

What hS noXcome abundantly clear is that our largest federal «tuden loan 
program is in need of review. What we now have is a window of oPJ^.'^t"" 
which will allow the student loan programs now in place to be seriously ?crut n,»ed 
with the possibility of substantial changes in what has become the major student 
aid program currently available to students. 
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This ''window of opportuiu was brought to my attention at the time that I 
served aa an intern in Representative Tim Penny's ofTice this past winter. The con- 
cept of a direct loan program as raised by the current administration, offered what I 
believed to be a unique opportunity to address what many believed to be more seri- 
ous problems in the Guaranteed Student Loan program. My concern was further 
raised by the demise of the Higher Education Assistance Foundation (HEAP) in my 
own state. I am now concerned that the fragile equilibrium necessary for any fur- 
ther continuation of this program is under severe strain. 

Students — not lehders, guarantee agencies, or secondary markets— are and should 
remain our primary concern. However, it became apparent that confidence in the 
credibility of the Guaranteed Student Loan program was severely shaken and its 
future clouded by reports such as those by Senator Nunn's committee. 

It became obvious to me that the reauthorization process would be an appropriate 
vehicle to examine options to the current system of student lending and the financ- 
ing of alternative loan options. I am pleased to recognize that both the Senate and 
the House now have an opportunity to assess such proposals which ofTer both chal- 
lenges and opportunities. 

After careful consideration I am now convinced that mmor change involving the 
opportunities provided by replacing the current Guaranteed Student Loan program 
with the IDEA Credit proposal introduced by Senator Simon and Durenberger war- 
rants serious consideration by all of us who recognize the need for change. 

Let me summarize my observations on this subject by making the following three 
points: 

(1) The complexity and the number of players involved in the current program 
cries out for reform. Incremental change will simply not work. The facts dictate 
that the time for m^jor change is at hand. Courage and leadership must not be 
found wanting if indeed public support for student aid is to be continued. Any new 
program must recognize that students are both the consumer and the product of the 
education thev receive. Administrative convenience of institutions is a factor but 
not the only factor in contemplating new alternatives. I am convinced that institu- 
tions who administer a direct loan program is the form of the Perkins Loan pro- 

Eam, already have the necessary expertise in place to successfully administer a 
rger direct loan program. 

(2) The Guaranteed Student Loan program now serves low-income students in a 
way all out of proportion from its original intent. This results in these students with 
the greatest need oeing intimidated by a complex delivery system. Direct funding as 
proposed by Senators Simon and Durenberger would put the subsidy where it 
should be, namel/ at the end of the payout years. This approach is different from 
the current one vhich offers subsidies at the front end and without allowing the 
beneficiaries of the education an opportunity to repay without the need for a subsi- 
dy. 

(3) The tradeK)ff of eliminating the in-school subsidy of interest will allow substan- 
tial savings which can be used to bolster the funding of the Pell Grant program for 
those students who are most needy. It should also be understood that the elimina- 
tion of origination and guarantor fee now assumed to average 6.6% will allow a stu- 
dent who borrows $10,000 over four years to have $660 extra to apply toward educa- 
tional expenses. In addition income sensitive repayment via the I.R.S. system will 
contribute to the integrity of the program. 

The current environment which Congress and higher education find themselves in 
has changed dramatically since the implementation of the Higher Education Act of 
1965. Your leadership and courage in addressing these changes should dictate a seri- 
ous consideration of direct lending as a viable option for inclusion in the final reau- 
thorization legislation. 

Someone once said that when the future arrives it will be met by two kinds of 
people, those who have helped shape it and those who have to adjust to it. It is my 
hope that all of us will be in the former group. 

Please accept my deep appreciation for allowing me to appear before you today to 
discuss this most important matter. 

Senator Pell. Thank you very much. 
Now we^U hear from Mr. Bronson. 

Mr. Bronson. Good afternoon. I am Oswald P. Bronson, Sr., 
president of Bethune Cookman Ck)llege in Daytona Beach, FL. I am 
also chairman of the Council of Presidents for the United Negro 
College Fund and chairman of the board of directors for the Na- 
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tional Association for Equal Opportunity in Higher Education, 

known as NAFEO. . , o., u 

I am pleased to appear today on behalf of the 41 member presi- 
dents of the United Negro College Fund and the almost 50,000 stu- 
dents who attend our institutions, 117 colleges and universities ot 
NAFEO, and nearly 300,000 students. ^ rt. j , 

Fully 90 percent of our students receive some form ot federal 
student assistance, and today I must tell you that 21,000, or 51 per- 
cent, of all UNCF students receive Stafford or guaranteed student 
loans. This represents a marked increase in student borrowing and 
one we believe must change from the situation just 10 years ago. 

In 1982-83, about 11,000 UNCF students were Stafford loan bor- 
rowers, while in 1991-92, almost 22,000 are borrowers in this pro- 
gram. I would suspect the same represents the public sector as 

As an appendix to my testimony, I have provided a graphic illus- 
tration of the dramatic shift of Federal Student Aid funds received 
by UNCF students from grants to loans. 

It is that dramatic shift from grants to loanr and the proposal by 
a longstanding friend of the Nation's historically black colleges and 
universities. Senator Paul Simon, that brings me here today. I 
came to speak to our friend Paul Simon and to other members ot 
the committee to urge caution in your consideration of the Simon- 
Durenberger proposal and to ask each of you to pause before 

taking any action on S. 1845. „ , tt. , t^j a * 

The process of reauthorization of the Higher Education Act 
began almost 1 year ago. The Senate is at a critical decisionmaking 
stage in that process, and the House committee has completed 
action on its version of this critical legislation. We ask at this late 
date in the process to wait and consider Simon-Durenberger. 

I am afraid that millions of low and middle-income students at 
UNCF colleges and NAFEO students can't wait, nor can they 
afford to place their hopes for the opportunity of a college educa- 
tion on this IDEA. ^ . XL f e 
Let me explain. IDEA as proposed in S. 1845 is another form ot 
direct lending. As such, it will require colleges and universities to 
assume and perform tasks they do not now perform in the lending 

^^Amwig the new tasks the institution will be required to perform 
are those related to originating loans, six of which were identitied 
by GAO in its report: forecasting loan volume; requesting cash ad- 
vances from the Department of Education; receiving and managing 
Federal loan funds; providing promissory note and disclosure state- 
ments to student borrowers; securing student signatures on promis- 
sory notes, and transferring promissory notes to the loan servicer. 

The Credit Reform Act of 1990 imposes complex information re- 
quirements on lenders that provide guaranteed student loans. The 
Credit Reform Act requires lenders and guarantors to provide hun- 
dreds of different data elements to the Department of Education 
regarding their student loan portfolios. That burden would now 
have to be borne by the institutions should they become the direct 

liftmlt reduction remedies, includine delayed disbursement, col- 
lection of references, driver's license information and other borrow- 
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er information data collection requirements will now fall squarely 
on the shoulders of institutions, since the lenders and guarantors 
will no longer be players in the program. 

Institutions of higher education will also be subject to increased 
internal auditing as well as scrutiny and recordkeeping by the De- 
partment of Education. This is as it should be if institutions are 
going to become responsible for administering, in the case of Be- 
thune-Cookman College, over $4 million in GSLs, supplemental and 
PLUS loans for 1,573 of our 2,100 students. 

What we do not understand is this. Why should anyone expect 
untrained and understaffed student aid officers at small and 
medium-sized institutions to administer, error-free, a program that 
the lenders and guarantors seem unable to implement? 

Second, if it costs the government a subsidy and a special allow- 
ance to operate the GSL program now, why should colleges and 
universities carry out this same task for a $20 per loan administra- 
tive fee? , . 

Finally, Mr. Chairman, what if IDEA fails, and students get their 
loans late or not at all, and the entire system experiences the 
equivalent of a complete shutdown? 

I believe that Dr. John L. Henderson, president of Wilberforce 
University in Ohio, summed up quite well my views and those of 
my fellow UNCF presidents and other colleagues in NAFEO on 
March 21, 1991 when, in response to a question from Senator 
Kassebaum on the advisability of instituting a direct lending pro- 
gram, he said: "I can't speak for all college or university presi- 
dents, but I certainly feel that Wilberforce University does not 
want to be in the lending business nor do we want to be in the debt 
collecting business. We are primarily educators, and whereas we 
are concerned about students finding assistance to enable them to 
pursue a college degree, a college education, I just simply don t 
think lending money and collecting those debts really is in the pur- 
view of an educational institution.' 

While UNCF is still completing a thorough analysis and institu- 
tional impact of the Simon-Durenberger bill, we do have some pri- 
mary thoughts on the proposal. 

Our concerns fall into two main categories. First, the propose re- 
duction in the maximum award under S. 1845 to $3,000 when com- 
pared to the Senate subcommittee bill, $3,600, as reported to the 
full Labor and Human Resources Committee as an amendment to 
S. 1180, the Higher Education Act Amendments of 1991, and the 
$4,500 provided in H.R. 3553 as reported by the House Education 
and Labor Committee on October 23, 1991, and the $3,700 amount 
requested by the Bush Administration in its fiscal year 1992 educa- 
tion budget is, in our opinion, counterproductive. 

Finally, Mr. Chairman, IDEA in our opinion exacerbates rather 
than solves the loan-grant imbalance problem by providing even 
greater opportunities for students to go into debt while going to col- 
lege. Increasing annual and cumulative student loan debt limits 
does nothing to reduce defaults. Rather, it invites more and more 
students to borrow more and more money, thereby indenturing 
themselves to higher-paying jobs. We cannot eliminate defaults 
unless we assure graduation and provide full employment. We can 
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only eliminate defaults by not making loans to educationally at- 
risk and very low-income students in the first place. 

That concludes my formal testimony. Thank you very much. 

[The prepared statement of Mr. Bronson (with an attachment) 
follows:] 

Prepared Statement of Mr. Bronson 

Good afternoon, I am Oswald P. Bronison. Sr., President of Bethune^kman Col- 
lege in Daytona Beach, Florida. I am also chairman of the Council of Presidents for 
the United Negro CoUege Fund, and chairman of the board of directora for Na- 
tional Association for Equal Opportunity in Higher Education (NAIBO). I am 
pleased to appear today on behalf of the 41 member presidents of the United Negro 
College Fund (UNCF) and the almost 50,000 students who attend our institutions. 
Fully ninety percent of our students receive some form of federal student assistance, 
and today I must tell you 21,782 or 51 percent of all UNCF students receive Stafford 
or Gua'-anteed Student Loans (GSL's). This represents a marked increase in student 
borrowing— and one we believe must change— from the situation just ten years a^o. 
In 1982-83, about 11.000 UNCF students were Stofford loan borrowers, while in 
1991-92 almost 22,000 are borrowers in this program. 

As an appendix to my testimony, I have provided a graphic illustration ot the dra- 
matic shift of Federal Student Aid Funds received by UNCF students from grants to 

It is that dramatic shift from loans to grants, and the proposal offered by a long- 
standing friend of the Nation's historically black colleges ani universities-j^nator 
Paul Simon— that brings me here today. I came to speak to *>ur friend Paul bimon» 
and to the others members of this committee, to urge caution m :'0ur consideration 
of the Simon-Durenberger proposal, and to ask each of you to pause before taking 
any action on S. 1845, the Financial Aid For All Students Act. 

We at UNCF believe that caution and careful study are required because too 
much is at stake to act precipitously on this bill. Although the Inwme-Dependent 
Education Assistance Act ilDEA) is ten years old, the Simon-Durenberger proposal 
has only been placed before this committee ir the last tsn days. For all its warts 
and imperfections, I for one am not prepared to throw away a GSL program that 
delivers $13 billion dollars in loan capital to 4.6 million students, for an untested 
theory and an untried IDEA. ^ . . i *u ^ 

It is too much to ask of our institutions and our students— that we make the great 
leap of faith from a tired but tested horse, to a steed with much promise but no 
track record. „ . a ^ i ^ 

The process of reauthorization of the Higher Education Act began almost one 
year ago. The Senate is at a critical decision-making stage in that process and the 
House committee has completed action on its version of this critical leguilation. We 
are asked at this late date in the process to wait and consider Simon-Durenberger. 1 
am afraid that millions oi low- and middle-income students at UNCF colleges can t 
wait» nor can they afford to place their hopes for the opportunity of a college educa- 
tion on this IDEA. Let me explain. 

IDEA REPRESENTS A BURDEN FOR SMALL/ MEDIUM-SIZED INSTITUTIONS 

IDEA, as proposed in S. 1845, is another form of direct lending. As such, it will 
require colleges and universities (and other title IV eligible posteecondary institu- 
tions) to assume and perform tasks they do not now perform in the lending process. 

Among the new tasks that institutions will be required to perform are those relat- 
ed to originating loans— six of which were identified by GAO in a recent report^ (1) 
Forecasting loan volume; (2) requesting cash advances from the Department of Eati- 
cation; (3) receiving and managuu federal loan funds; (4) providing promissory note 
and disclosure statements to student borrowers; (5) securmg student signatures on 
promissory notes; and (6) transferring promissory notes to the loan servicer, 

The Credit Reform Act of 1990 imposes complex information requirements on 
lenders that provide guaranteed studfent loans. The Credit Reform Act requires 

» "Student Loan»->Direct Loaiw Could Save Money and Simplify Pwam Adminiatration " 
Brieftns Report to the Chairman, Subcommittee on Poetsecondary Education, Committee on 
Education and Labor, Houae of Repreeentativee. U.S. General Accounting Office (September 
1991), pp. 4M2). 
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lenders and guarantors to provide hundreds of different data elements to the De- 
partment of Education regarding their student loan portfolios— that burden would 
now have to be borne by the institutions should they become the direct lenders. 

Default reduction remedies, including delayed disbursement, collection of refer- 
ences, driver's license information, and other borrower information data collection 
requirements will now fall squarely on the shoulders of institutions, since the lend- 
ers and guarantors will no longer be players in the program. 

Institutions of higher education will also be subject to increased internal auditing, 
aa well aa scrutiny and recordkeeping by the Department of Education. This is as it 
should be, if institutions are going to become responsible for administering— in the 
case of Bethune-Cookman ColIege--$4,572,616 in GSL's, supplemental and plus loans 
for 1,673 of our 2,144 students. 

I am personally concerned about this attempt to impose on Bethune-Cookman Col- 
lege, a responsibility we do not seek, one which we are ill-prepared to undertake. 
And one we do not believe that we can adequately implement. We understand the 
desire of some large institutions to control their own lending to their students. We 
can also appreciate the Ck)ngress' desire to ''save money'' by reducing or eliminating 
the special allowance costs and ''the in-school" interest subsidies paid to lenders. 

What we do not understand is this— why would anyone expect untrained and un- 
derstaffed student aid offices at small and medium^size institutions to administer 
"Error-Free" a program that the lenders and guarantors seem unable to imple- 
ment? Second, if it costs the government a subsidy and a special allowance to oper- 
ate the GSL program now, why should colleges and universities cany out the same 
tasks for a $20 per loan administrative fee? Finally. Mr. Chairman, what if IDEA 
fails, and students get their locms late or not at all and the entire system experi- 
ences the equivalent of complete shut-down? 

I believe that Dr. John L. Henderson, president of Wilberforce University In Ohio, 
summed up quite well my views and those of my fellow UNCF presidents on March 
21, 1991, when in response to a question from Senator Kassebaum on the advisabil- 
ity of instituting a direct lending program, he said: 

"I can't speak for all college or university presidents, but I certainly feel that Wil- 
berforce University does not want to be in the lending business nor do we want to 
be in the debt collecting business. We are primarily educators, and whereas we are 
concerned about students finding assistance to enable them to pursue a college 
degree, a college education, I just simply don't think lending mone^ and collecting 
those debts re^ly is in the purview of an educational institution — " 

While some will say that Idea won't require colleges and universities to become 
debt collectors because that duty is assigned to employers and the Internal Revenue 
Service (IRS>— I simply don't agree. As soon as the IRS and the U.S. Chamber of 
Commerce, the National Association of Manufacturers and the Small Business Asso- 
ciation learn of this proposal— they will be all over Capitol Hill and the Nation's 
institutions of higher education will be stuck with collecting student loan debts, as 
well as disbursing these loans. History shows that every time a mi^or new collecting 
burden is imposed on IRS— they more often than not successfully resist it. Further, 
even when they fail and our tax system takes on more tasks without appropriate 
resources, we do a worse job of collecting taxes! 

what's WRONG WITH S. 1845. THE FINANCIAL AID FOR ALL STUDENTS 

ACT 

While UNCF staff is still completing a thorough analysis and institutional impact 
of the Simon^^Durenberger bill, we do have some preliminary thoughts on the pro- 
posal. Our concerns fall into two main categories. First, the proposed reduction in 
the maximum award under S. 1845 to $3,000, when compared to the Senate subcom* 
mittee bill ($3,600) as reported to the Full Labor and Human Resources Committee 
as an amendment to S. 1180, the Higher Education Act Amendments of 1991; and 
the $4,500 provided in H.R. 3553 as reported by the House Education and Labor 
Committee on October 23, 1991; and the $8,700 amount requested by the Bush ad- 
ministration in its FY 1992 education budget' is unacceptable. 



» "The Fiscal Year 1992 Budget." Summary and Background Information. U.S. Department of 
Education, pp. 44-45, and see also Testimony of Michael J. Farrell, Acting Aasistont Secretarv 
for Postaecondary Education before the House Subcommittee on Postsecondanr Education, Ad- 
ministration Proposals for Reauthorizing the Pell Grant Program," June 4, 1991, p.S. 
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We know that Senator Simon— « long time advocate of a Pell grant entitlement — 
understands the high priority that UNCF assigns to securing a Pell grant entitle- 
ment in this reauthorization, together with a maximum award level which restores 
the purchasing power lest to a decade of near stagnant increases in the maximum 
grant, while college costs have risen significantly. 

In our view, S. 1845 takes a step backward when we need to move forward! Te- 
merity is no longer acceptable in resolving the loan grant imbalance. What is re- 
quired is that the Pell grant maximum award be increased significantly— to $4,000 
at a minimum<-and that a Pell grant entitlement be legislated to ensure that low 
and middle income students are assured of access to a college education. We support 
S. 1845*s recognition of the need to establish a Pell entitlement, but it simply does 
not go far enough because it limits the maximum award to $3,000. We also applaud 
the $1,000 excellence award, establishing in effect, a ''Super Pell" grant and encour- 
aging academic excellence among "needy'' students. UNCF believes, however, that 
S. 1845 has the numbers exactly backwards^there should be a $1,000 increase in 
the Pell maximum first, then excellence should be recognized with a $600 bonus. 
The ''need'' of low and middle income students must be met first, then we should 
reward academic achievement. 

Finally, Mr. Chairman, IDEA exacerbates rather than solves the loan-grant im- 
balance problem by providing even greater opportunities for students to go into debt 
while going to college. Increasing annual and cummulative student loan debt limits 
does nothing to reduce defaults. Rather it invites more and more students to borrow 
more and more mon^, thereby indenturing themselves to higher paying jobs. 

What must we do to convince Congress that you must return to the basf c prem- 
ises underlying Federal student aid policy— grants must be provided for the low^t 
income students and for middle income students, and loans sl.ould be made avail- 
able for those from higher income families and those attending high cost institu- 
tions. 

The path we are currently on and the policy we would pursue in IDEA is littered 
with loan defaults. . 

We can only assume that higher loan limits are Justified on the basis that 
"income-contingent" repayment will eliminate defaults. Unfortunately, the drafters 
of IDEA appear to misunderstand the two principal reasons why student borrowers 
defaulU-lack of persistence to graduation and unemplovment after graduation. 

We cannot eliminate defaults unless we assure graduation and provide full em- 
ployment. We can only eliminate default by not making loans to educationally at- 
risk" and very low income students in the first place. 

That concludes my formal testimony. I would be pleased to provide UNCFs full 
analysis for the record and I would be happy to respond to questions at the appro- 
priate time. 
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Tr#nd« in Student Aid 

Plgurtt 5 provldtts graphic Illustration of the trends In participation 
ratas In four important fedaral studant aid programs since 1982-83: 
the Pell Grant program; the Guaranteed Student Loan program (now 
called Stafford Loans); the SupplesMwtal Educational Opportunity 
Grant program; and the College Work-Study program. While the GSL 
(Stafford) program nearly doubled in terms of the number of UNCF 
student participants (11,000 to almost 22,000), the other three 
federal aid programs actually declined in the number of students who 
were served by these programs. During this period enrollments at UNCF 
colleges were Increasing by almost ten percent* 

Fig. 5. No. Of Students On Aid 

Four Federal Student Aid Programs 

(in Ihouitndi) ^ 
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Senator Pell. Thank you, Dr. Bronson, for being with us. 

We will now hear from Ms. Jacks. I would add that there is a 
roll call vote going on, and very shortly we are going to have to 
disappear for a few minutes, but we will reappear. 

Ms! Jacks. I thank you very much, Mr. Chairman and others, for 
the opportunity to speak before you today in support of the direct 
lending proposal. I do so— speak in support of direct lending— be- 
cause I am convinced it benefits students. I think it benefits all stu- 
dents. J Oi. J. TT • 

I am Kay Jacks, director of financial aid at Colorado btate Uni- 
versity. I have been in this business for about 18 years.^ I have 
worked at 4-year public institutions and, in Senator Simon s State, 
at Illinois State University. I ha'-'e also worked at a 2-year techni- 
cal school and a very small 4-yea) private institution. 

Perhaps just a importantly, I went to school on loans, grants and 
work, and at one time dropped out of school because those funds 
were not available to me. . , . 

I enter for your in my testimony comments from others, includ- 
ing a student at Colorado State University who has analyzed a 
similar bill in the House; also, an endorsement by the Colorado 
Student Association of the concept of direct lending. 

I was asked to speak to you on the issue of school administration 
and whether or not we could administer at the campus level direct 
lending. I also want to speak to you about the advantages to stu- 
dents. O TT • 

Having spent 5 days in very long lines at Colorado State Univer- 
sity in both my own office in student aid and in our treasurer s 
office, I became more convinced than ever that as a society, even if 
it meant more work for my institution — and I don't believe it 
will— that we have to change the method by which students receive 
the proceeds of their student loans. 

Senator Pell. Ms. Jacks, I must ask you to desist now, because 
we must leave for the roll call vote. We'll be right back. 

Senator Simon. And we'll be back fast; I know Dr. Silber has to 
grab a plane, too. 

Senator Simon [presiding]. The committee hearing will come 
l3&ck to order. 

Senator Peil will be rejoining us in a few minutes, and we apolo- 
gize, Ms. Jacks, to you and to the other witnesses. 

Ms. Jacks. I think I was at the point where I was spending some 
time in the lines while we were disbursing checks to students this 
past fall, and what I discovered is every third to fifth student had 
some kind of problem. Most of those problems were fairlv simple. 
They ranged from a student having received a recent «;holarship 
which made them, in current terms, "overawarded"— in other 
words, they could not receive the loan that we had for them. Some- 
times that student hadn't applied quite in a timely fashion and 
therefore had to wait, or there was some other delay with the 
check. 

A very sad fact is that regardless of the reason that that student 
had to wait for the check, we were faced with the situation of a 
student who had already enrolled; that student would have to wait 
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four to 6 weeks before he could receive the loan check — a loan 
check for which we had already determined them to be financially 
eligible, a loan check for classes which had alreadv begun, a loan 
check to pay for food, rent and child care, and a loan check that 
they would personally have to repay. 

What became obvious to be in that five-day period is that had we 
had a program such as direct lending, we coula have solved most of 
those student problems within 48 hours. I knew that some of those 
students would not and could not remain enrolled, that they would 
leave Colorado State University, they would perhaps never return, 
and perhaps become delinquent on loans previously borrowed. 

In iny testimony I talk about direct lending being simpler, and I 
appreciate the increased availability for families, particularly 
middle-income families, whom I feel are feeling disenfranchised by 
the current process. But Td like to focus now in the remaining mo- 
ments on institutional capacity. 

Quite frankly, I am more than a little insulted when I hear my 
colleagues from guarantee agencies, banks, and secondary markets 
indicate that educational institutions cannot administer a direct 
loan program. I believe my reality is as good as theirs. Many of 
these outstanding professionals have never worked in a financial 
aid office. All the while they analyze for us the impact upon us. 
They caution us against liability, cost, the inability of the U.S. De- 
partment of Education to administer the programs, that lenders 
will no longer assist schools during a transition, and the Congress 
capping the amount which is appropriated to schools to make avail- 
able to students. 

Td like to talk about liability, cost, and the Department of Edu- 
cation. By signing a "terms of agreement" to participate in Federal 
programs, institutions already assume considerable responsibility 
and liability. We accept both of those. The liability that ensues, the 
responsibility is inherent in making funds available to our students 
who perhaps otherwise could not have it. 

We assume liability for many things, for disclosures on drugs, for 
being certain that individuals are registered with the immigration 
service and with selective service. We assume considerable liability 
throughout this process. It is a partnership we have with Congress, 
the Department of Education and the taxpayers, and we should 
continue to have it* 

Assuredly, as we take on originating loans, we have to do it prop- 
erly. I think that means we give it to eligible students, and we 
make sure they receive that money in a timely manner. They are 
instructed that it must be repaid, and we tell they about other 
rights and responsibilities or other options available to them. We 
must handle those funds correctly, report on them, account for 
them, evaluate the success or the failure of any program we admin- 
ister. 

We also administer many other steps in this very complex busi- 
ness, and we are instructed to do it now, without a single error. We 
can't make a computation error in determining a student's need or 
a student's budget. We cannot have missing in our files a single 
document without being called to repay. We have to ensure that 
families made no error when they applied for aid. We have to con- 
firm accurate information reporting to schools. Federal agencies, 
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States and other parties involved. We have to make sure that our 
own admissions, records office, TRIO programs, athletic depart- 
ments, computer systems, academic departments — you name it- 
are communicating with a student aid office about a variety of sta- 
tuses for the student. In short, we are already liable. 

I believe that the proposal for direct lending will reduce our li- 
ability. Some say that we'll have more data to report, more forms. I 
think we'll have fewer. However, if we had more, we are masterful 
at taking care of those things. We do it very, very well. 

I think it will reduce administrative burden because primarily 
there are just fewer players; there are fewer phone calls and fewer 
people to deal with. 

I think we will also reduce it because when we originate the 
loan, that' will occur in a time frame while the student is still in 
school, and if for some reason we didn't do that properly, schools 
already have in place ways to encourage students to come in and 
visit with us if we still need to have them correct something on a 
form. 

Cost, as outlined in a paper by Betsy Hicks from Harvard and 
myself— we believe that there will be fewer meaningless adminis- 
trative activities associated with direct lending. I think counseling 
won't be limited just to loan prevention, but also to assist students 
in applying properly, applying early, believing that financial aid 
will be available for them much earlier than in the past. 

The direct lending proposal— I don't believe, although I have not 
read this bill, and I get the House and the Senate's confused some- 
times—does not call for us to become lenders ourselves or to be in 
the collection business unless we chose to. 

As far as the Department of Education, I agree with Senator 
Simon. I think a former college president and a corporate executive 
in three or 4 years could bring up a system to make this work. I 
have more trust in them perhaps than others. Some of the most 
innovative activities that have happened in the last few years have 
been initiated by the Department of Education, particularly in elec- 
tronic processing of student applications. 

The one concern I have about any direct lending is availability of 
capital. I have lived in the days when black students in the City of 
Chicago could not get a loan because their family did not have an 
account with a bank. That's no longer the case, I think, in this 
country, and I don't want us to go back to that. 

However, if I felt for a second that I was putting liquidity for stu- 
dents at risk, I wouldn't be here before you today. I have to trust 
that it is not your intention to cap this program, to limit education- 
al credit to stu<''"nts. If it were, you could do it now. I believe you 
won't choose that course of action. 

In closing, I applaud your vision, your leadership, and should 
anyone want to have a field test of direct lending, I'm sure Colora- 
do State University would be willing to do that next year. I thank 
you very much. 

[The prepared statement of Ms. Jacks follows:] 
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aooaaa laauaai auoh u laeraaaa Pall Grant, Karly Xntorrontion. and raeognltion 
of Bxoolloaoa. Xn tandaa, thoy atrongthan atudaat soooaa to hi|^r oduootlon. 

X apaak on bahalf of diract landing baotuaa of Ita advanUgaa to atudanta and 
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btotuit X Inow inatltutloiui h«vt tiM fophiatlMtlon to ateinttur and origliuita 
iMM to atudtonta undor dlroot londlng . 

ASVAVrAOBS to VfUDUrill 

Itevins opMit 9 d«yft ia Unit in both tho atuteit flMnoial aid of floo ond in 
tho Uhiinviity*« Tmiuror*a (Xfico during our FoU ro|iitratlon, Z bacaaa noro 
oonviiMod than ovor ^t aa a aooioty» iWn if it aaant wora ifork for 9^ 
offieOi va nuat ohax^ tha aathod by which atudanta raoaiva tha procaada of 
thair atudant loan. Z obaarwd that ovary 9rd-9th atudanr in lina had a 
problaai with tha Stafford Loan. Moat of tAva problaaa vova fairly aiapla, 8om 
atudanta had bagun tha applioation prooaaa lata, othara had racaivad 
aohol«rahipa or gr adnata fallowahipa n tha laat ttiniata ifhioh raduoad thair 
aliiibiliOTi othava had to vait aiaply baeauaa tha chack had not arrivad froa 
tha landar for uty nmbor of raaaona. 

lha vary aad faoti ragardlaaa of tha aituation, waa that aach of thaaa atudanta 
vho had alraady anroUad In aobool vara faoad with a 4-8 vaak dalay bafora 
racaiving ^ loan chack a loan chack for idsidh va had alraady datarslnad 
thay vara finanoinlly naa^ aooording to Congraaaional foraulaai a loan chaok 
for olaaaaa ahioh had alraa^ bagun, a loan ohadk to p^r food, rant, and ohild 
cara, ond a loan chack which tiiay would paraonally hava to rapay. 

tftiat baoana obvioua waa chat had wa a diraoc landing today, wa could hava 
aolvad oaoh of thoaa atudant* a problaaa within 41 houra. 

Aa o profaaaional, I kemf that aca» of thaa would not| in foot oould not, wait 
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for tht eh«ek. Jt^f iMVi Colorado ttau Vaitorolty, to«# vould Mfvor 
rotum, soMi vould dofoulc od Iooao proiiouily rocolTOd. 

1. Oirooc loadiag is otai^lor. 

It is slopUr to UBdorotOAd and oiplalfi to th« eonovMor. Xt'a prooooo la 
al^^Xor to pradlet, Thara axa favaz plaTara and a aoro dlzaet rolatlonahlp 
botvaan tha atudant borroiiar «d tha loan itaalf . X baliava that aora 
diraot ralationahip vlll Uipnrra rapa|Mttt aa fav atudanta today undaratasnd 
tha ooaplax rapajMoti aaoondaxy aarkat prooaaa wfaloh aupporta tha Itafferd 
pro^raa. 

2» Availability. Tha propoaal offara a largar Pall Crant aad Inoraaaad loan 
lialta, Kiddla ioooaa faalllaa lA^o of tan faal dlaanfranohiaad vith 
ourrant aligibill^ critarla will now qualify. 

3« Diraot landins offara proi^e arror raaolutlon. Tha problasa vantionad 
abova could bo raaolvad in paraon* vith a atront ouatoaar aarvioa 
oriantatian in a mwh faatar tiaaliaa undar diraot landing, 

IRSTITUTIOKa GAPACm 

Quito frankly, I ua inaultad vhan X baar Mf ooUaafuaa ia tha Iaadini» 
Ouarantaa A^aney and aacandary aaskata Itidiaata that inatitutiona aannat 
adainiatar a diraat laaa to atudanta. Naaj af ttiaaa autataadini prafaaaianala 
hava navar vorkad in an aduoational inatitution all tha ahila analysini iapaot 
upon ua, lhay caution ua aialnat liidiility. ooata« tha inabili^ of tha thai tad 
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lUtM DepaxtMttC of IdUMClen to oMiditoc tho pxogr«M| londovo ao lonfor 
"•Miotini idiooli* duxinf • tsoailtion nd tfM Oooffooo oopplng tho momt 
imich it ipproprUcod to tdiooli to load to otudooto. 



1. Uobtltty, ij olgidag o "loiM of Afroomt" to portlolpoto in fodoral 
prosroM, i&itttutioaij^iirajL ooMldovoblo rooponalblllqr mi lUbility, 
Vo Moopt botf»i tho roopOMlbllltj and tho oafulBg lUblllt^ ai our 
otudaati oan ooldoa fUlly flaaaoo tholv oduoatlon porooaally* 

Asouvodly vo suit oviaiaato dlroot loaai proparly. Ij tbli I aoaa vo auit 
iaauro that only oliaihlo otudoata roooivo loofii la a tiaoly atimor, aro 
Inatniotod that thay auat ho ropaid and o< otiior rl|^to aad 
coipooaibilitloo, about optioni avalloblo to thoa. Vo MUt baadlo tho 
fUndi eorxootlji roport on aad aooomt for tho fUada, oraluato tho ouooooo 
of tho ptograii oad Ita falluroo. 

Vo Miac aloo adaialotor aiqr othor otop U thla tory ooaploa builaooo 
vlthouc a aiiiflo orror. Vo aamot aiko a ooapuUtioa orror« aloo a olnglo 
doeuaonc, iaiuro that foatlioo aado oo orror ohoa applylnai oonflra othor 
oehooloi Podaral aad otato agoneioo aado ao orror la oxehanglag Inforaatloa 
vlth ua, Vo BUit knov that oar rooorda offloooi athlotlo dopartaonto. Trio 
of flood I AdMloolono Offlooo, ooaputor syottaot aoadoalo dopartaonto and any 
hoac of othora aaka no orror aad aro In aonotant eonwalcoelen with tho 
otudoat aid off loo. Vo wit Inolot that faeulty provo a otudont vaa In 
olaaa atoa If thoro vara 400 atudanta in that oluo. 

In obort, «a aro alroadbr llablo. X bollovo, that va roduao liability vlth 
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dlMot lMidli\§, Vt raduM it prlaicU/ btMNM tter« art timt pltQtt for 
•rvor. «• «lio ri«uao it bceauM owr stfiiHf of tbo ootivitiw •••ooiotod 
with orifiiuition viU oeour lAiil* tto stttdMt i« itill mroIUd. 
Znitittttioni hwf% in pUci miatlni Mtboda of oaoouragini otudonta to 
vioit with Mi CO rivioif fonui vhilo tbtj m in oclhool. 

2. Cett«. Ai outlinod in tbo popor hy Botqr Hioks fkoa ltotv«rd md ayoolf . wo 
boli^o tboro art fowir — wilngM atetoiotrotiTi nctlvitioo MJOolatod 
with Dirooc Undins thuo frooint our vory oopiblo otaffo to ootu«lly 
oounoil with otudonto. Counsoling will not bo Llaitod to dofault 
provontion. Juiit ao iflq^rtantly, wo will hcvo tim to oooiot in oorly 
intervention and intenaivo application aaeiatanca^ 

Ihio past year, Colorado State Univeraity piloted auch a progrea called 
Flnanciel Aid Service Teas (FAST) . EaeantUlly, wa offered to f aal liea a 
eenrice in which we would aaeiec thaa to ooaplate an eooureto application » 
aubait the application to the United Scataa Dapatoaant of Iduoation for 
thiAt oeloulata their eliflbility for aid and aand tbea hoM knowing the 
coet to attend OSO and how tliey would p^f for it. X cannot fully oapture 
for you the eppreoietion theee fanlliaa eacpreeaad at bodi the ttoney node 
aveilAle to then but aleo that they underatood the proeeee. Ve apent 2 
1/2 houre per fanily, tlM we do not have idtan bandline 10,000 ehecVa twice 
a year in both the financial Aid and Treaaurer'e officee. 

The PAflT nodal it poeelbla for other Inatitutiona but not without relief 
fton eona of the naanlnglaie worh wa do noWi Direct lending reliavee acne 
of thet Maningleie work. 
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DcptrtBtnt Iducfttlon. Imral, loolvAiai taenuqr Altiaadar, hm taid 
dut tha USDI tm/9t luuUUL* 41raat I«ii4int dttplta tbt Mat fATittft •bovn 
by thii a«Aar«l Aodomtlni Off 1m aaA otlMirf, X dlttirM, At VIOI hat 



raportlftf proeasa» though vt BMd Upr«mant« ta ClMLlntaai Npro 
iaportaatly, tha Daparcwnc has tnlcUtad nhat I ooiif Iter th« only 
Adadnlotrotlvo inntfvitloAf in tha laat daoado; llootronio Poll which 
ooiblM oohoolo to eoncttot a otudont'o oppliMtion nt tho lAititution, 
icogo 0 Vhioh ollovo 0 otudont eo uso a ocu^cor to eovploto on oppliootion 
with iBMdiato odito for orcoroi llootronio fioop md aoat rooontly 
llootronio Rooppliootion iMdb vill om tho UlSI milliono in popor 
printing, ooatrtot ooit ana cosputing, irhiXo olUinating barriara and 
radundanoy for otudanta. 

X alao bollovo your propoaal lo olaplor for tho iocrotary than tha ourront 
oyotoa of providing ovnrai||ht .for ovor 9|000 londora and A8 guarantaa 
aganolaa« 

Landar participation during tranaition. Itudant landing ia n ooMMoroioUy 
auocooaful product lino for londora* Vhilo X agroa that londaro viU not 
davolop nav aarkotlng plana » ooa^utar ayataMi ato., X aioply do not accapt 
that thay vlll plaoa tho ontlro portfolio ot rlok, oapoeiolly oinoo in tho 
■ajority of ouoa thay bopa to hsvo tho atudant in a long tarn oliant 
ralationihip. 

Capping ayailibllity of loona. ThLi iaaoa, »oro than otiy, conooma m» 



auaoaaafttlly daaonatratad abilltj to handla tha HDI ptojoet, tho foil 
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Stutftnta At ColoMtfo lut* ttalv^Mlty with our 2.9% default rata twva no 
dlffleul^ flndlnc • Under. 2 would not put that liquidity at rlak fM 
tfiaa lutaatloBallsr. Imrrar. X ham to tniat that it la net tba Sanaca'a 
laUttloB to pUe« hi(thar •dueatian in tbia counter at xiak by liaiting 
atudant aeeaaa to oradit, Xf that la your iatantioB. yau aeuld hvra deaa 
•0 at taj tlM la the last 20 yaara. X baliara you veuld net cheoaa auoh 
eeuraa tt aetten fox youx alM ■atara and for tb» ftitura of out aouaty. 

In eletlitf, 1 applaud your Tlalon and ywr eeuraga In eoaaldarlai laglalatlan 
which vlll aurely banafit atudanta threu^ Ineraaaad aaeaaa, nora 
•tralghtfoivaxd preeaaalng. Ineraaaad trail*blll«y to funda. I will gladly 
anawac your quaatlona. 
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U.s* House Resolution 3211 
Middle Inoomo Bducation Opportunity Act Of 1991 and 
The Student Direct Loan Program 

By Hartln 7. Wirth, Dizeotor of Lagislatlirs Affairt, 
Assooiatad Stadants of Coloraao State Univvnity 

BR 3211 it intandad to oonsolidata tha oorMnt OSL, Stafford 
and Psrkint lo«nt progrsas with a diraot landing progrwi. It hat 
many faaturaa which racosttaad its raviaiona to tha praaant atudent 
financing picture. Tabla 1 prasants an ovarviav of ita diraot 
af facts on tha atudant. 

fabla 1. Diract Loan Program varana QBh Frogran 
Studant Sarvioa Coapariaon 



Paatora 


Diract Loan 


est 


Zntaraat Bata 


8% for lifa 


8% f Irat 5 yaara 
10% tharaaftar 


Feas 


Bona 


S% loan origination 
1-3% insoranea' 


Procatiing 


All on campUB 


iligibility on 
canputr 

oradit-irorthinasa at 
guaranty agency, loan 
at bank 


Cycle tlBMi' 


L 


2 daya 


3 daya -* 6 naaka 


Taarly 


1 


««500 


$2C2S 


Borroving 
Linita' 


2 


$6500 


$2<2S 


3 


$8000 


$4000 




4 


$8000 


$4000 




6rd 


$13000 


$7500 


Bligibility^ 


Natricalatlon and 
good atftnding 


Matriculation and 
good atanding 



^indudaa applloation and procaaalng of alnor oorraotiona which 

Miat all ba raooncilad bafora tha loan it Mdai variaa by 

inatitutiont oorraotiona uaually take longar* 

^aubtraoting granta and othar foras of financial aid for both 

progrwt* 

^'haaa obargat ooaa off tha fir at cback cut for tha atudant. If tha 
atudant borroirs $262S for tha year, thay eight axpact a check for 
an aaount of $1312.50 , but 8% of $2625 la $210. So thay will 
recaiva only $1102.50 . 

^Mora vdddla claaa atudanta will qualify tor aid undar tha Diract 
Landing program. 
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While Tftble 1 on paga 1 prasant. Boat of tha c«»P»"*Jj« 
pletota, there are other procaaaing co«pllcatlonB " 
program. The following diacuaaion will focua on thw two moat cowtton 
pcoblema . 

9ba Rapetitioua laqniry Preblaa ia the OSL Program 

The whole CSt proceaa Lnvolvaa aona 9300 landing inatitotlonj 
and aSJt 4« ^li«ranty aganclea. Md.ppro)cJmat.ly MO Inptit^^ of 
higher edueaeion anJ the plct«e >»^«^" Wli^^ 
no%t«ndardi«atlon of forma and many of «l-»'*»«^Vi„.i^SI?2»t?! 
unable to ahare information. Stodeata oftaa gat final approvala 
SS their SmS. f inanelal aW office onlyu* t^ffivf • "J-fflJiSS 
letter atating that the loan Vill not be available ontll more 
iSSmation 1. aent to aoma aganoy or J« Jffi IhS! 

atudent haa already provided thia information 
repeated inguiriea aubject the atudent to conaiderabla delaya in 
receiving financial aid. 

She Praoiaioa Problem in the Mt Program 

suppose a aophomore applLea for a <Mt • •«^<>^«fI'iP.*? 
same tiia. the need baaia of tha atudent la 5®$«|«i"*l,*?_»4?'of 
GSL o£ $2226. Taking the fall aamaater half ?! 
the total gate a oheek of $934.92 . ^tanfarda the aehola^^ 
approvad for a yaarly total o£ $400 . Thia nuta the "tudant #1 over 
the limit of $2625 per year total receipta Including tha <WL. Under 
th! pSUnt r^ulatimi; the check for \934.92 «»»»t be returned to 
the landing in?tltutxon. It will take •bout aix w«ka to gat* new 
OSL eheok for 1933.92 leaving tha atudent with only a fall aemeatar 
acholarahlp eback of $200 which vlll go In part «or «w» late 
tuition payment charflea, all for the aake of a dollar dlaorapancy. 

•the Campui Procefcalag •olatlea 

Campoa finaneial aid offioaa ^ij^ct^I »^*>;.«'* ■J?*J?i!i 
they aarve. ^y reducing prooeaalag cycle time, iMdinj 
program will raoeiv* and atillie naceaaary inCormatlon faater. the 
•tadant Interacte idth « alngla oampas 

obtain an approval for a loan. It ia ganaina. the prwsiaKm problaa 
would no lo>&ar impoaa a finaneial cataatroptar on n*«»y«t»*»^* 
7hl cycle tlM forprccaaaing minor W^jJ-- Srt^^^ 
in adJition, bMauae the oaivu" financial *»''^*»AiJ-Kfii?£ 
campca admlnlatratlon. It can atauma aoma of tha reaponalblllty for 

taithSr ff SKlVeaturm of tha dlr«»t landing PW'^ .»«hiM be 
the ability to make tuition paymanta eleotronloally, Thla would 
help to albklnate the tlaa and paper waate of handling •Jilijna of 
financial aid ohacka nationwide. Colorado State onlveralty bandlea 
about 7S0O financial aid eheoka every aemeatar* 
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Taxpayer Support Basis 

Baokground 

The Gtam-Rttdman^Bollingi (QAH) cl«f lolt reduction prograa !■ 
dMd. It didn't workt Whan tba guld«llnaB of tlia aot vvrii oxoaodadf 
loopholOB vera amloltad to tandar Ita provialona uoanforelbla. ORH 
WB to and tha dafiolt by 1991 « But tha yaar'a projaotad daflolt le 
aipoctad to axoaad #348 billion laavlng the Unltad Stataa Vlth n 
total dabt of ovar |4 trillion. TIiIb yaar'B IntBrait payMnt on tha 
dabt iB tha largaBt alngla 0.8, axpanaai Boclnl Bacurlty la Baoondi 
with tha Allltnry running In third plaoa. 

GRR hai now boon auparoadad by tha Budoat Bnforcaaant Act 
(BBA). Tha primary foouB of BIA iB Branding linltAtlon, not daflclt 
raductlon. Undar BSA| approprlAtlont «ra dlvldad into thraa 
cAtagorlaB, Moh with Ita om fixad liaitt 
Military |291 billion 
DoMBtlo 1199 billion 
Foralgn $21 billion 

h taro Bua oaaa now axiatB within aach of thaaa OAtagoriaa. 
Eduo4ticn fallB Into tha dOMBBtlc oatagory and auat ooapata for 
fundlna with nil otbar doaaatlo progrtaa. It cannot play agaiOBt 
my miltary program, but aoBt ooapata with doMBtlo prograaM Ilka 
low inooM houaing aubsldlaa, hlgbmy fundii or agtloulttirnl priea 
•uf^rtB. 

In tha context of BBA, aduontlon baB thraa altamatlvaa to 
affaotlvaly aalntaln or incraasa avallabla fundai 

1» Attack tha approprlationa of othar U,a* doaaatio 
prograaia « 

2. Cut ooata and raallooata funding within U.8. 

aducatlonal apanding. 

3« RalBa atata taxea for odueatlon. 
U.S. Rouaa Baioltttlon 3211 Invokaa option 3* it will BK>dlfy 
tha Higher Education Aot of 1965 which ia dua for raauthoriaatlon 
by Congraaa In Beptaabet 1992. 

riaaaolal Aapeota of tha Direct Iiendiag Brogram uaaer n 3911 

Accounting aethoda prior to MA did not take into account the 
long tera coat of finance. They operated on a 'oaah* baaia wbara 
federal outlayB for only tha praaant year were counted In aaaaaaing 
the coat of a program. Credit refora law will apply to ell prograaa 
Inatltuted after October 1, 1991. Under credit raxormi tha coat of 
nroaraaa will be aaaaaaad on a "aubaidy** baaia. Unlike tha 'caah* 
baaia^ thla method takee Into aocount tha long tarm coat of money. 
Ita future value ie baaed on tha intareat rate of long tarm 
treatary Bllla. All coata are oonaldered In tetM of thla year 'a 
dollar a* 

Tha coat of a dollar loaned by the 0.8. ia called the eubaidy. 
It la cited ae the percentaoe on the dollari or aa an amount in 
centii paid for each dollar loaned* The direct lending prorialona 



3 



153 



146 



0t BR 3211 will r»duc« tha -ubtldy •««'*^v«ly purchasina 
cttpltai at wholewle rather than Mtail rato. financial 
changes in student lending are aumaarlted in Table 2. 

ffable 2. Dlreot toan Program varans 6SL Program 



?Mtttro 


Diroct imh 


QBh Program 


MrcbAtttd Capital 


MlOlOMlO 


Mtail 


BttiMtad subsidy on the j)oVax 
loanod 


16% 


28% 




Tos 


NO 



Istinated savings to the '«»»»\ «»«?8?t J[»£y "Jf 
1.4 billion dollars for replacing the «S5JS*^.*J* A^^fJ-^SS 
nroar*M Host of the savings will earn ttam fiiuineing the nevf 

|??SS vi«f ShSlesall capital, not fr« «t:'*5*i?:}"e*2.Src«.2 
etualnta BsedinQ to borrow for edaoation. The United States offers 
suss: Xldfsrtr;nSir.ge private iwding in the 051. program, 
these subsidies anount to 28 cents per dollar lojnfa* . . 

The Oovernment Accounting Office has oemfUL^ that the CSt 
program cannot be audited because of itj eoypleaity. IJs P~"«Jt 
culm of naarly $50 billion in outstanding loan, is thus ep«J }J 
question. Are past students to blame for all o^^^^'-f*"}? 
estimate? Taxpayers have a right to know where their aoney is 
lecenthlstory has shcvn that any JS*?.^ StVf t Kr thi 
audited is subject to corruption and •v«> ©"bright thaf t. Jf' »• 
student, this Mans that the program may *• Ij^slng Boney to oon- 
etudent interests while foieting the blame onto students. 

The Political Campaign 

HR 3211 will meet with vlscious lobbying opposition from the 
guaranty agencies and banks. The banks in Collins alone «• 
estimated to do over 14 million dollars in student landing par 
JIaSrThe SaSxaX wwsletter published by the edu^'^J ""Jj! 
Cduitry efSSSthat the duaraoty aganoles and banks share the 
burden of default risk witS the iTederal 9f>^j^^^'.S'Ji'^J'' JSl 
federal govornBent has presentlV covered ft% oj.^l,*;''*"}*'--!?!; 
■eans that the private lenders do 68L bosiuMS virtually risk free I 
5 can ei^t to hear of and contend with moro of tliie kind of 

''■'"S?fR '"to XThS"^^^ of the louae of Repreaentativee 
there must be Clear and unequivocal student support for this type 
3 f IsSl refom. rVleral budgetary advantage, must be tx|uted along 
with the benefits to students. Assuming the J? 

eaintalned in the 1990's, any "f^? ■*^f<>,f» ^Ji*^,Vji. -•n.rS 
reallocated to other areas of edacatlonal interest like general 

tuition reduction and grants. 
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coKfAiaioii Of juMXMztnuiTZTi mioTZom 

fOX fdOOLS OVDIll m STirfOXO LOJOI f lOOlMI 

MO » DZucT uam ntooiMi 

•unary of tte covpariMB 

Thm purposs of thia p^par ia to coaptrii tha adainiatrativa 
functiona of aohoola undar tha currant Stafford Loan progran with 
a diraot loan proqraa* 

Thara ara aavaral concluaiona that can ba drawn froa thia 
coapariaon. rirat, a diract loan prograa dacraaaaa tha 
adainiatrativa functiona of achoola. XXI achoola, vhathar thay ara 
larqa or aaallf autoaatad or not, will axparianca a dacraaaa In tha 
nuabar of raaponaibilitiaa and tha tiaa apant on thaaa taaKa* In 
addition, unlika tha currant prograa, achoola will racaiva an 
adainiatrativa allovanca for aach loan originatad aach yaar $20 
hao baan propoaad. 

Sacond, a diract loan prograa providas graatar opportunity for 
achoola to aaka uaa of navar taohnologiaa, if thay choaa. Hovavar, 
all achoola, vhathar thay ara autoaatad or not, will banatlt froa 
tha alactronic tranafar of funda. 

Third, by aliainating landara and guarantora and cantraliiing 
functiona, tha problaaa of aultiplicity of policiaa, procaduraa, 
aya^aaa, and foraa ia alininatad* In addition, cantraliaation 
providaa all achoola, ragardlaaa of tha aita of thair annual 
Stafford Loan portfolio* with aoonoaiaa of aeala. 

ZAat, but not laaat, a dacraaaa in tha adainiatrativa functiona of 
achoola will inpreva aarvica to atudanta and allow inatitutiona to 
focua thair anargiaa on dafault aanagaaant atratagiaa, thua 
praaarving tha integrity and parpatuity of our largaat fadaral 
atudant financial aid prograa. 

A total of 64 adainiatrativa functions vaa idantifiad* 31 
functiona, or 411, ara currant functiona undar tha Stafford Loan 
prograa that will continua undar diract landing. 26, or 44%, ara 
currant functiona undar tha Stafford Loan prograa that win ba 
aiaplifiad or aliainatad undar diract landing. S, or 61, ara 
functiona that ara not currantly parforaad undar tha Stafford Loan 
prograa but would ba addad undar diract landing* 

Nona of tha currant Stafford Loan Inatltutional aligibility 
functiona will ehanga undar diraot landing. Tha aajority of tha 
aiaplification and aliaination of functiona will occur in tha araaa 
of loan diaburaaaant, reporting, racordkaaping, and eaah 
aanagaaant. undar diract landing, ona function aach will ba addad 
in tha catagoriaa of loan diaburaaaant, raporting, ataff training, 
caah aanagaaant, and ganaral adainiatration. 

G* Kay gmokm 
Colorado stata Univaraity 

Cliiabath H. Kicka 

Harvard Univtriity 
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Thtt follnvin? adttinistrative functions ara thosa that schools 
eurrontly perfon undar thi Stafford Loan prograa that would 
eOBtinuo undar diract landing. 

iDStittttional lllgibility 
a Ba accraditad 
a Ba licsnsad 

a Ba cartifiad to participata in fsdaral studsnt financial aid 

programs 
a Davalop a rafund policy 

a Bxaeuta a Prograa participation Agraaaant and comply with genaral 

and G8L provisions 
a Datarmina aligibility of institutional programs 

atttdamt iligibility 

a Datarmina aach borrowar's studant aligibility including: 
a Racaipt of high school diploma or aguivalant 
a citisanahip atatua 

* Enrol Imant status 

* satisfactory acadaaic progra. 

* Aasura aach borrovar*s conplianc; with additional eligibility 
raguirananta including: 

* Statamant of Educational Purpoaa/Non-»dafault Statamant 

* Salactiva Sarvice Hagiatration Complianca Statamant 

Couaaalimg morrevar 

* Provida consumar infomation to currant and proapaetive borrow^^rs 

* Diatributa pra«-loan information 

* conduct antranca loan intarviaws 
a Conduct axit loan intarviaws 
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Loaa troosssiag 

* Collttct a ffttfsrally approvad financial aid application froB aach 
borrovar'a fa»ily 

* Datanine aach borrovar'a dapandancy statua 

* Datanina aach undargraduata atudant<a eligibility or 
inaligibility for a Pall Grant 

* Datttrmina aach borrovar^a axpactad faaily contribution according 
to tha fadarally aandatad naad analyaia, l.a,, Congraaalonal 
Mathodology 

* Varify applicant data for aalactad borrovara by collacting and 
raviawing aupplaaantary inforution, such aa faderal income Ux 
foraa 

Datenina each borrovar*e loan period 
Oatarmine aach borrower < a coat of attendance 
Determine each borrover'a eatlmated financial aid for the loan 
period 

tnaure that each borrower ia not over awarded 
Reaffira each borrover*a loan eligibility before each 
diaburaenent 



Loam Oiaburaemeat 

* Perform loan diacloaure (aKcludea truth* in-landing from which 
both Stafford loana and direct loana are exempt) 

maportiag 

* Respond to correapondenoe and phone calls from borrowers 

* Monitor and report changes in borrower's laat date of attendance 

Baeertteepiag 

* Data uaed to construct coat of attendance 

a Amount and date of tuition and faea paid by borrower 

* Data and certifications to determine the expected family 
contribution 

« Record of student^s placement in job after school* if known 
mtaf f Traimiag 

* Keep informed of changes in federal regulations 
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Th» following adainiatntivt functions aro thooo that achools 
currantly porfoni undar tha Stafford Loan proqvm that would bo 
•iapilfiod undar dlroct landing* 

Loaa f rooaooimg 

a Coaplato school soction of oach borrovsr's iosn application 
(aiaplifiod as aassntial daU for oach aligihlo borrower is 
consolidatad and transforrod to a cantral source by paper, disc, 
tape, or aodsB) 

Loss Diaburseaest 

* Post individual loon checks to each borrower *e eccount at tha 
beginning of each eeaestsr, trisester, or quarter (sisplified ae 
institutions uss existing proceduree under the Pell Grant and 
eaapus*bassd prograas to draw-dom aggregate funds for sligibls 
borrovsrs at the beginning of each seaestsr, triasstsr, or 
quarter and batch post loan proceeds dirsctly to 
borrowsrs * accounts) 

loportiag 

* Notify individual lenders and/or guarantee agenciee if borrower's 
address or enrollaent status changes (siaplifisd as schools 
report all changee in enrollaant atatue directly to one sourcs, 
i.e. , the eervicer) 

* Subait reporta to lendera, guarantee agenciee, and aecondary 
aarXets (siaplifisd ae aultiple reports to lendere, guarantee 
agenciee, and aecondary aarlcats are eliminated aince echoole 
report directly to one aouree, i«e«, the eervicer) 

A Complete eeai-*annual etudant Statue Confirmation Reporta for each 
guarantee agency (aimplified aa echoole update etudent etatus by 
paper, diee, tape, or modem to one eource, i.e., the eervicer) 

* Report and return all overawards and rsfunds by issuing a 
aaparato chmck to each lender on behalf of each borrower 
(aimplified aa echoole report all overawarda and refunda to one 
source and net theee amounta from next draw-down of funde) 

e Proeeea individual deferment forme from multiple eourcea 
(aimplified by centralization of loan recorde) 

meeerdkeepiag 

* Copy of the loan application (aimplified by elimination of 
multiple vereiona of the loan application) 

* Determination of Pell Grant eligibility or ineligibility 
(aimplified by creation of central data base which mergea the 
applicant data baee with the Pell recipient baae and the new loan 
data baae) 

* Amount of loan (aimplified by centralization of loan records) 

a Dates of loan period (simplified by csntralization of loan 
reeorda) 

* certification of non-default etatus (siaplifisd by slimination 
of nultipls versions of the loan application) 

a Date institution rsceived check, endoreed the check, and gave the 
check to the borrower, or poeted it to the borrower's eccount 
(simplifisd by electronic tranefer of funds, centralization of 
loan records, and batch posting of loan proceeds) 
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Th« Collovlng adainittrativa fiuictiora ara theaa tliat achoola 
currantly parfon undar tha Stafford Loan program that vould bm 
•liaiaatad undar dlract landing. 

•tudaot iXiglbility 

* Aaaurlng that aacb borrowar who attandad a prior inatitution 
•uhaita a Financial Aid Tranacript froa aach institution 

couaaaliag lorravar 

* educating all borrovara on tha rola of landara, guarantaa 
aganeias, and aacondary aarkats in tha loan dalivary ayataa and 
inatructing borrovara on tha atapa to follow to apply for loans 
fros an asctamal aourca 

>^aa DiaburiaaaBt 

* aacaipt of individual chacka on aporadic baaia froa landara 

* XnCoraing individual borrowara on an ad hoc baaia of tha racaipt 
ot thair loan chacka 

* Sacuring andoraanant of chacka by borrovara bafore chacka axpira 

* Hapaating tha abova thraa functiona for aach borrovar aach 
saaaatar, triaaatar, or quartar 

aaporti&g 

* a«apond to corraapondanca and phone calls troa landara 

* aaapond to corraapondanca and phona calls froa guarantaa agancies 

* Raapond to corraapondanca and phona calls froa aacondary aarkats 

aaeordkaapisg 

* Naaa and addreas of landar 
atacr Training 

* Train ataff to ba knovladgaabla of tha pollciaa, procaduraa^ 
syotaaSf and contact paraona for tha varioua guarantee aganciaa 

Caah Naaagaaaat 

* student csah flov probleaa due to lack of control over 
dlaburaaaent of loan proeaeda 

* Need to develop inatitutional capital for ahort-tera loana to 
etudanta vhoae loana ara not disbursed in a tiaaly aannar through 
no fault of tha etudent or institution 

* Institutional caah flov probleae due to eporadic receipt of loan 
chacka froa lendera 

* tack of adainiatrativa allowance froa the federal govemaent for 
eohoole 
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Th« following adninistrativa functions ar« thoum that schools do 
not perfom under ths Stafford Loan program that would ba addad 
undar diract landing* 

boan Diahttraaaaat 

s originata loana including: 

* Collact borrovar's signature and data on prosiasory nota 

* Tranaait proaiasory nota to federally contracted aervicer 

aaportiag 

* Report defaulted Perkins loans to central loan data baae 
(necessary to elisinata the Financial Aid Transcript) 

Staff Traiai&g 

* Initial training of ataff in adainistration of a diract lending 
program 

Caab Maaageaent 

* Conduct federal cash nanagenent including; 

* EatiiKate capital needa 

a Keconciliation of drawdown of funds 

Oeaeral adaiaiatratioa 

* Maintain dual systems during phaae-out including: 

* Originating new Stafford loana aa direct loans and processing 
deferments for old Stafford loans under the terms and 
conditiona governing thoae loana 

* Managing Perkins portfolio as an endowment while continuing to 
collect old Perkins loans under the terms and conditiona 
governing those loans 
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Colorttdd Studant JUsoclstloii raprMtntt 
73,000 itudMita of hlghar •diusAtlon In tha 
•t«t« of Colorado, and 

Xt li tlM intant of tha Colorado Student 
Asfociation to ba pro-^activa in aaaarting 
atudant Intaraats, and 

nia paaaaga of BoUM Bill 3311^ tha "Diraot 
sttidant Landing Bill", vill convart axiatlng 
Fadaral landing prograas into a aingla# diract 
landing progvaa within ^ unlvaraitiaa and 
aliainataa 3rd party participation of banka, 
landing inatitutions, etc., and 

Rouaa Bill 3311 allova for conaolidation of 
Stafford and Parkins Loans into diract 
landing, and 

Rouaa Bill 3311 vill a#t forth diract landing 
vithout tlva oonon SI institution handling faa 
and 3% insaranoa faa that ara ourrantly ramovad 
froa atudant loans, and 

Houaa Bill 3311 allovs for an intaraat rata 
calling of B%^ avan afUr s yaara, and 

Houaa Bill 3311 vill aava taxp^yara gi«4 
billion tna first yaar, and 

A projactad $6.« billion of taxp«m*« »onay 
la aatlBatad to ba aavad ovar tha naxt 4 yaara, 
and 

paaaaga of Houaa Bill asil aiwplifiaa tha 
troeass of applying for and racaiving atudant 
.oans, and 
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Tte ColorBdo Studtnt ABsoclmtlon supportc 
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Senator Simon. Thank you very much for your testimony, and I 
want to thank all of you. Dr. Silber, I know you may still have to 
catch that plane— or, you may have missed your plane, I dont 
know 

Mr. Silber. I missed it. , , ^i. j 

Senator Simon. You've missed it. Well, I will go ahead, then, and 
ask these questions of you first. ^ . . . « . 

First, in your opinion— and you touched on this briefly in your 
testimony- would this direct lending program mean additional bur- 
dens to schools? And let me just say the bankers and those who are 
profiting from the present system are doing a very effective job, 
much more effectively than I can do by myself, in gettmg the word 
out that this is going to be a horrible thing for you and your school 
to do, and you can't manage it, and so on. Are we talking about 
substantially increased problems for schools in administering this? 

Mr. Silber. Not at all. I think we are talking about the simplifi- 
cation of it and the focusing of it in more efficient ways. I think 
Ms. Jacks' testimony was right on target. I would want to subscribe 
to everything she said. Boston University is prepared also to pro- 
vide you with a pilot program next fall; you just make the funds 
available, and we'll show you how easily it will be administered 
and how easy it is to bypass the banks and make the direct loans. 

We do most of the paperwork for the banks, and we have to sit 
there and broker with a wide variety of financial institutions in 
oitler to get the loans accepted. So the idea of being able to do it 
directly by having access to the money, directly transferring the 
money to the students, completing the forms, is going to take dif- 
ferent kind of work, and we are going to have to spend some money 
and some time teaching people to complete the new procedures. 
But once that introduction is made it becomes a far simpler proc- 

68S* 

And so far as having to go chasing students around the country, 
that is something we won't have to do. They will have to file with 
the IRS, and the IRS is a singularly effective agency for tracking 
people down and getting collections from them. There is not any 
collection agency in the country that is equal to the IRS, and 1 
think that is another aspect of the efficiency of this proposal. 

Senator Simon. You went through this idea not just once before, 
but you have been floating it out here for some time. Who can we 
anticipate is going to be the mtgor opposition to this? 

Mr. Silber. Well, in 1978 when we first proposed the Tuition Ad- 
vance Fund, the primary opposition came from the State Associa- 
tion of Colleges and Universities that had a heavily-subsidized tui- 
tion, and they had relatively low room and board, and at that time, 
the price of education to the student in the State sector was so low 
relative to that in the independent sector that they didn t see the 
need for it, and they weren't enthusiastic. , , ^ 

Now we have seen shortages of funds in the States and substan- 
tial increases in the price of tuition in the State sector and very 
dramatic increases in the price of room and board in the otate sec- 
tors, and now I think the State universities and colleges are begin- 
ning to understand that they too could benefit by access to much 
more financial aid by students who can profit from taking out 
these loans. Also, it has become quite clear, I think, to the general 
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public that State universities are educating the same kind of 
people that are being educated in the independent schools, children 
of prosperous parents, children of middle class parents, and some 
children of minority and lower-income families, but the difference 
is not all that great, and consequently they now recognize that 
middle class and upper middle class families have financial prob- 
lems, and with that recognition I think they should be more apt to 
see the advantage of this than they did before. 

Now, I think you can always depend upon the banks preferring 
to have a guaranteed loan, a loan guaranteed by the Federal Gov- 
ernment, and three or four percentage points profit extra in order 
to take on this nonrisk. That's a sweetheart deal— I'd love to have 
the business myself But what we need from the banks is not to 
have to try to crowd out students by these extra charges. Instead, 
we need the banks to be lending money to young couples who want 
to buy their first home, or to builders who want to develop. They 
should be lending money for economic development activities in 
this country, and I think it is surprising that they should try to get 
involved in stopping a program of this sort where if we can put 
money into the hands of students at a reduced interest rate, the 
reward to the country in terms of increased productivity will in the 
long run help no institutions more than it helps the banks. 

Senator Simon. I could not agree with you more, and I thank 
you. Dr. Silber. 

Dr. Trueheart, you said among other things that we need a more 
focused examination on this, and I agree. All of a sudden we face — 
how many pages do we have in the bill, Dave— a 560-page bill plus 
this amendment, the separate bill. I hope we're going to have the 
chance to do that now. 

Dr. Trueheart, where did you get the idea that this would involve 
a lot more paperwork for your school? The GAO report indicates it 
would be less paperwork, and others have indicated that. Where 
did this idea come from? 

Mr. Trueheart. Senator, I don't think I said that there would be 
more paperwork. I think what I said was that the administrative 
responsibilities would be greater. Now, paperwork is part of that, 
more paperwork is part of it. But I think that it shouldn't simply 
be limited to paperwork. At Bryant for our 5,000 students, we have 
four full-time professionals and six work-study students, and two of 
those professionals job-share. They are enormously overworked at 
this point. 

We have had, in fact, experience with the Perkins loan program, 
and it has been very, very difficult. My concern is if we take on a 
direct loan program that the responsibility will be much, much 
greater, and I believe that we would have to, not just as John 
Silber suggested, re-educate those individuals, but my concern is 
that we may have to add additional people in order to be able to 
accomplish the same task. 

Senator Simon. But in fact, unlike the Perkins where you actual- 
ly have to collect, all you do under the direct is you get the student 
to sign, you send it off to wherever. Department of Education or 
IRS, 80 that in fact those overworked employees of yours ought to 
get some relief. 
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Let me ask a second question. If, upon this more "focused exam- 
ination, to use your phrase, you were to look at this and see that it 
greatly expanded the opportunity for people in this country to go 
to college, let's just say in theory you'd have to add one more 
person— I think in fact you would not— but would it be worth it for 
your college to do that? ... 

Mr. Trueheart. Well, I don't think the problem with our current 
loan system rests with 4-year institutions or with graduate stu- 
dents. I think the problem rests with a number of institutions that 
are proprietary institutions in large measure 

Senator Simon. But you are shifting the focus away from my 
question— and wherever we have problems, we ought to face 
them— but what I want to do is to make sure that we have the 
means for psople to go to college, that we increase the opportunity. 

Mr. Trueh.;art. Surely, and I am certainly committed to that. 

Senator Simon. And that is a 4-year problem. We have a declin- 
ing percentage of high school graduates who are African Ameri- 
cans who are going to college; we have a declining percentage of 
Hispanic Ame^-icans going on to college. What we have to do, and 
what Senator lurenberger and I are trying to do, is say to people 
of talent: We want you to go to college. , r , u 

My question to you is if you can increase that pool of people who 
can go to college in this Nation and at your school, is it worth-- 
let's just say you have a little more paperwork, but I don t think 
you will; I think the evidence is— and I am going to ^et to Ms. 
Jacks' and Mr. Wenc's comments in a minute— but let s just say 
you had to add one or two more people to handle that. Is that 
worth the burden to create more opportunity and invest in this 
country? 

Mr. Trueheart. Clearly, Senator, it is. And I applaud your work 
on trying to figure out a way to increase opportunity; that is cer- 
tainly consistent with my beliefs and my persuasions. That s why 1 
am in higher education. 

Senator Simon. Thank you. 

Dr. Silber, did you want to add something there? 

Mr. Silber. No, but could I be excused at this point? 

Senator Simon. You may be excused— the chairman is now here. 

Mr. Silber. Mr. Chairman, the last chance I have to make it is 
just about to disappear. . . , nr 

Senator Pell. I know those planes; I take them myself. We ap- 

"ociate very much your coming and wish you a good trip home. 
Ir. Silber. Thank you very much. 

Senator Durenbergek. Mr. Chairman, as John leaves may l just 
I for one would appreciate it if you could— not no\ , but at 
bome poinl^think about the objections of Bob Reischaayr. Y /i i id 
Bob have been at this almost as long as anybody, and you preceded 
him. He said there is a generational equity problem here. He said 
we are transferring the burden to the kids that should be borne by 
the parents. He also said we're just going to open up the spigot so 
the colleges can charge as they please, and they won t pay atten- 
tion to cost containment. Then you made a very good point earlier 
on about investment versus consumption. I think if you could take 
each of those three larger points, if you would, and any others that 
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come to you, at least it would help me since I'm not going to have 
an opportunity to ask you that specifically. 

Mr. SiLBER. I'd be very happy to. Thank you very much. 

Senator Durenbbrobr. Thank you. ... 

Senator Simon. Mr. Chairman, I have used my five minutes. 

Senator Pell. Carry on 

Senator Simon. I wonder if I could just ask questions of the re- 
maining witnesses and then listen to my colleagues; I will try to be 
brief. 

Senator Pell. Yes, please. ^ „ r r 

Senator Simon. And I want to thank Dr. Silber and all of you for 
being here. , . 

Mr. Wenc, I remember you were here at least on one other occa- 
sion. 

Mr. Wenc. Yes, I was. 

Senator Simon. As you take a look at this, does it appear to you 
that you would have additional paperwork and more responsibil- 
ities that way at Carleton College? ^ . j . , 

Mr. Wenc. I think it would be a wash. Senator, and if indeed I 
did have that additional burden, I believe that I could make a con- 
vincing argument to my president to give me adequate staff to 
carry out my responsibilities. 

Senator Simon. I'm just going to leave it right there. 

Dr. Bronson, good to see you again. I spoke with a fellow named 
Bill Gray on the phone today, and he was bragging about you. 

Mr. Bronson. I'm glad to hear my new boss say some good 
things about me. 

Senator Simon. I think he puts it the other way around. Dr. 
Bronson. [Laughter.] j , *u- i 

First, when you say we have to use caution, I agree, and 1 think 
we have to make sure we're going in a solid way. My hope is that 
we can delay this Just a little more while we take a good, solid look 

Second, the point that you make on Pell Grants and enlarging 
them—you've got my vote for any enlargement of the Pell Grant 
we can get. What Senator Durenberger and I have done is to take 
the $600 that we save, $600 per student, and we enlarge the num- 
bers who receive Pell Grants by 470,000. While the administration 
has a $3,700 Pell Grant, they dramatically reduce the numbers of 
people who are eligible. 

Mr. Bronson. That's right. ,^ ,t j 

Senator Simon. In your testimony you also quote Dr. Henderson, 
the president of Wilberforce, saying, "I just simply don t think 
lending money and collecting these debts really is in the purview ot 
an educational institution." , „ u i. 

Under this program, you would not be doing that. You would get 
the note signed, but you shift that off however 8 structure it, to 
the Department of Education or the IRS. WoulL .hat change your 

view of it a little? . . w . u i 

Mr. Bronson. It certainly gives me a new insight that perhaps l 
had not thought about. I guess my main concern was stated in the 
beginning of mv testimony, about the use of the word caution . It 
seems to me i'f we could field-test this with several institutions 
first, of a variety of backgrounds and cultures, and then based 
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upon the findings from that test, we would probably be in better 
shape to determine just how successful this would be. 

I too will join Dr. Trueheart in saying that I am grateful to you 
for your efforts to provide more funds so that more students can go 
to college. I guess my concern is the administrative cost. I am not 
at all convinced that $20 per loan will cover the cost that it will 
take to administer the program. I have heard some statements 
infer that it may be three or four times more than that, and that 
the institutions will have to assume that burden. That's an appre- 
hension, but that apprehension is also soothed by the fact that you 
and Senator Durenoerger are making such a strong effort to pro- 
vide more funds, for which we are very, very grateful 

But once we can get answers to those questions, well feel so 
much better. 

Senator S. mon. And I think weVe got to work on those, and I 
look forward to working with you and Bill Gray and that fellow in 
back of you. Bud Blakey, with whom I have had an association or 
two — he liiay deny it — over the years. 

Ms. Jacks, I was fascinated, among other things — first of all, 
thanks for your excellent testimony— I was fascinated by Table 1 of 
your testimony. You are talking about the number of functions 
that schools now follow, and as I follow you through this, the 
number of continued functions that you have right now are 31; the 
number of simplified functions are 13; the number of eliminated 
functions under this system are 15, and the number of added func- 
tions are 5. 

Ms. Jacks. Yes. 

Senator Simon. Now, what you can't measure in going through 
this— and this is the thing that bothers T)r. Bronson, Mr. Wenc 
isn't real sure about, and Dr. Trueheart is concerned about— obvi- 
ously, if one of the added functions here takes ten times as much 
time, then we should weigh it more heavily. 

Ms. Jacks. Correct. 

Senator Simon. But as you look at that table analysis there, does 
that table suggest to you — and you know much more about this 
than I do— does that table suggest to you that there will be more 
work or less work for your school, Colorado State, and any one of 
these other schools that are here? 

Ms. Jacks. I believe that there will be less work directly associat- 
ed with lending, particularly in the form of paperwork. We have 
calculated that Colorado State University would eliminate 182,000 
pieces of paper associated with the current system because of the 
recordkeeping that goes on with that. I think it tightens the avail- 
ability of the money between the student and time they need it. 
The recordkeeping, we pick up, we currently do now, to multiple 
parties as opposed to single parties, and very unpredictable time 
frames. I think we'll be doing very similar work to different enti- 
ties and not as manv entities. 

I also think we'll have some different work. I respect the con- 
cern. Much of what shifts is likely clerical, monitoring. At Colorado 
State University, we receive in excess of 12,000 checks a year, or 
per semester, and we handle that, our treasurer's office handles 
that. I think when we look at direct lending, we have to look at the 
entire institution; it is not just the student aid office that is in- 
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volved in the current program. It is the records office, verifying en- 
rollment of students for years. It is certainly the fiscal office, which 
has to disburse that money, and the student aid office. So you are 
handling that many, many times. , , , 

We didn't even look at that when Betsy Hicks and I did this; we 
were just looking at the student aid office. So I believe that there is 
work eliminated and more meaningful work, contact with stu- 
dents 

Senator Simon. Do you want to identify for the record the person 
who helped you with this? 

Ms. Jacks. Betsy Hicks from Harvard University. 

Senator Simon. OK. I thank you very much, all of you. You have 
been great witnesses. I thank my colleagues for their patience 
while I exceed my 5-minute rule. 

Thank you. 

Senator Pell. I'm very glad you did. 

Senator Durenberger. . 

Senator Durenberger. Mr. Chairman, Im going to try to be 
brief because I haven't been to a 4 p.m. hearing in a long time, and 
I'm sure a lot of the folks in this room haven't, either, and all of 
these people have come from long distances. 

It is impossible to explain the differences between all of these 
proposals, but I have listened very carefully particularly to Presi- 
dent Trueheart and Dr. Bronson, speak to their objections, and in 
their testimony I heard a lot of the same objections that I have 
heard to the House direct loan bill— like the $20 per loan the bur- 
dens on the schools and so forth. I would just hope, because we 
went to great lengths in our bill, to adopt the best of what we had 
heard from a lot of people, including our colleagues over on the 
House side who have been debating that issue back and forth be- 
tween the direct loan program and the IDEA program from Con- 
gressman Petri and others. 

We really believe that there are differences— important differ- 
ences—between the impact on the universities of our proM-am 
versus the program that is being debated over on the House side. I 
think to some degree, the House direct loan program shifts a lot of 
the burdens that banks and the secondary financiers currently 
care; it shifts them over toward the colleges. I just hope that the 
two of you, in this ongoing process of being helpful to all of us, will 
go back and re-look at these various proposals and see if there is a 
way to distinguish between these various new approaches, and 
maybe in that process we'll all find the best in each of them. 

I want to ask a question of anyone who is willing to respond 
about a problem that Mr. Reischauer alluded to in his testimony. I 
asked him what were the two problems he saw with it, and he said 
one is this generational shift. He and I and a lot of other people 
have been involved for about 6 years in something called genera- 
tional equity, the notion that ours is about to be the first genera- 
tion to leave the next generation less well-off, and this is the first 
in a line of 13 generations where this has happened. So when he 
says you are shifting the burden to the next generation, my eyes 
light up, and I get kind of concerned. . 

I must say that, while I haven't thought of all the ramifications 
of that, one of the important things that brought me to this idea is 
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that if education is understood as an important part of the income 
security system in this country— it isn't just something you do after 
you get out of high school, and it isn't just something youVe got to 
do in order to get the "B.A/' or the ''B.S/' after your name-^it is a 
really important part of achievement in the broadest sense in life, 
and it becomes a part of the income security system. If we have 
people coming into this system, understanding that the harder they 
work, the more they apply themselves, the more they open them- 
selves up to the teachers and the professors and so forth, the great- 
er the opportunity in this system, and they won't be penalisi^d in 
one way or another if opportunity means a lower-paying job. I 
mean, opportunity in America today should mean going back into 
teaching; opportunity in America today should be a social worker; 
somebody who will get out on the streets where there are some real 

Problems in our society, or a child care worker. These are not the 
igh-paying, big bucks professions. But going into college, the stu- 
dent loans all look alike, and the interest rates are all the same. 

The nice thing about this proposal that has attracted me to it 
has been that it is income-dependent^that is, you put the effort in, 
and you find out what you want to do in life, and you're not going 
to have to worry about having to find this other thing up here be- 
cause it pays more to pay off all those loans. 

There is also a question of consistency. Today we've got Stafford, 
we've got SLS, and we've this, that, and the other thing, and then 
HEAF falls in St. Paul. What does that mean for students. So 
building into the American system, if you will, the right to go to 
college, higher education, a way to finance it that makes sense, 
that treats evenrbody alike, becomes very important. 

The other side of it is in following out the generational equity 
theory. Bob Reischauer said, well, they can borrow against their 
home equity. Well, I want Bob Reischauer to come up to Two Har- 
bors, MN, where the miners bought a home for $60,000 or $70,000 
when the steel plant was working, but as soon as the steel plant 
went bankrupt, the homes went from $70,000 down to $8,422 be- 
cause somebody from Chicago wanted a summer home. 

Where is the home equity? Or go into agriculture, or go to a lot 
of other places. We are not all similarly situated if we go back and 
tell everybody to borrow from their home equity. That is not the 
real world out there. 

So depending on parents and family at one time was a very im- 
portant part of this process, but it is becoming less and less a reli- 
able foundation on which to build an access system. I think that is 
the other side of what has brought me to this. 

If any of you would like to comment about that — again, I do ap- 
preciate the thoroughness of all of your statements already, but if 
you can add some dimension to that, I'd certainly appreciate it. 

Ms. Jacks. I'll try. If you are asking does this direct lending pro- 
gram force that generation who borrows to have to bear the cost 
for someone else, I don't think so, any more than the current 
system. Right now, students have borrowed— whatever the esti- 
mate— $52 oillion, and that's a fair amount of debt, and this pro- 
posal doesn't force them to do that any more than the current 
system does. 
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And while I have not looked at the income-contingent repayment 
as thoroughly as I need to, at least you are suggesting a method, as 
you outline, where individuals could opt for jobs that are sorely 
needed in our society and not feel they cannot do that. 

When Senator Kassebaum asked what about the defaults in tha 
program, and they're not really here in the costs associated with 
that, we have tremendous costs associated with defaults now. We 
could call them income-contingent or whatever because they will 
never be able to pay them back, and we leave them with something 
worse, which is failure and no opportunity to get back into the edu- 

So I think you are attempting to combine two, and I don't think 
you are pushing more debt than the current system. Like everyone 
else up here, I certainly hope we can find ways to put more and 
more into the Pell Grant program, which is where we desperately 

Senator Durenberger. Does anyone else feel a need to conmient? 

Mr. Bronson. My concern is related to that, but in a different 
way. You mentioned home equity, finding funds from other sources 
to assist with education expenses. What concerns me about the 
present program if we work this particular thing out w shortfalls, 
whether or not the funds will be available when needed. As it is 
now, I would imagine the banks will intend to cover it until per- 
haps the funds can come from wherever they are coming from. 

So often, we are appropriating so many dollars and then later, 
because of shortfalls, the money is unavailable or is delayed. What 
happens in the process is another issue, I think, that concerns us. 

I'm not able to address the whole issue that you raise, but I am 
concerned about whether or not the money is available for this 
generation as well as the future generation. 

Senator Durenberger. Mr. Chairman, I just want to conclude by 
asking unanimous consent that a statement by John SchuUo, direc- 
tor of financial aid for Bemidji State University in Minnesota, also 
be included in the record. (This statement was included in material 
submitted by Senator Simon earlier in the hearing.) Bemidji State 
is a 4-year public university in our State, about 5,400 students. It is 
way up in the northwestern part of our State, covers a large 
Native-American very diverse population. John is the past presi- 
dent of the Minnesota Association of Financial Aid Admmistrators, 
and on behalf of many of them, also endorses the proposal. I also 
certainly appreciate Mr. Wenc being here today and his endorse- 
ment as well. 

Senator Pell. It will be included. , ^ j , , 

[Additional statements and material submitted for the record tol- 
lows:] 
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October 28^ 1991 



The Honorable Claiborne Pell 

SR-33S Ruisell Senate Office Building 

Washington, D.C. 20510-3901 

Dear Senator Pell; 

As President of the student financial aid agency of New York 
State, the Higher Education Services Corporation (MYSHESC), I 
would like to provide initial comnents on the Title IV section of 
the draft bill to reauthorize the Higher Education Act that was 
introduced on October 21, by the Senate Subcomnitteo on 
Education, Arts and Humanities. 

We have been pleased to work with you and your excellent 
staff over the years to discuss issues important to our Staters 
postsecondary students and to our member associations, the 
National Association of State Scholarship and Grant Programs 
(NASSGP) and the National Council for Higher Education Loan 
Programs (NCHELP). Your suggestions have helped guide us as we 
sought to strengthen the performance of programs such as the 
State Student Incentive Grant (SSIG) Program and the Guaranteed 
Student Loan Program (GSLP). 

As we initially read your subcomnittee's draft bill, we were 
pleased to see continuance of our discussions through the many 
thoughtful program enhancements it contained- We were 
particularly pleased to see efforts to increase grant funding and 
streamline the need analysis formulas, as well as consideration 
of new approaches to early intervention (we have seen much local 
success in that area through Eugene Lang's "I Have a Dream" 
program and the New York State Liberty Partnership program) . 

We were especially pleased to see the continuation of the 
current GSLP structure, while directly addressing many issues 
which will improve the program's educational and Administrative 
effectiveness. While there may be a few issues that we will need 
to review in detail to assure that intent will be achieved, the 
loan program reconmendations reflect thoughtful consideration of 
the program's strengths and weaknesses. 
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We have been, however, distressed to learn that at least one 
member of your subcommittee is proposing to scrap the current 
GSLP in favor of an untested alternative- It appears that many 
people are being swayed by unproven, and often conflicting claims 
of cost savings. We have studied several recent coitinentaries on 
a similar proposal contained in H.R. 3553, including Secretary of 
Education Alexander's October 2, letter to Congressman Ford and 
Sallie Mae's detailed cost comparison between the current GSLP 
and the House direct loan proposal < enclosed). We feel that 
these and other documents raise serious issues, including: 

The recent report by the General Accounting Office did 
not include the cost of switching over to a direct loan 
program. 

How much will the hardware, software, staff hiring and 
development at the schools and servicers add to the 
proposal's costs? Where will the money come from? 

Can the federal government afford the proposal if it 
doesn't "break even" until after its 14th year of 
operation and it involves borrowing an additional 
$200-$300 billion? 

I have stepped back and looked at the current Guaranteed 
Student Loan Program, particularly as it is working in New York 
State, and feel that it is moving in the right direction to 
maximize student access and minimisse costs. For example, our 
agency is a student loan guarantor and a State agency - we 
are a member of the executive branch of government and are 
scrutinized by a number of State regulatory bodies including the 
Attorney General, the Comptroller, and the Superintendent of 
Banks. We are directly accountable to the State Division of the 
Budget for every expenditure and to the State Civil Service 
Coranission for every hiring, promotion, and other staff changes. 
These overseers function in addition to the several federal 
agencies that reg-jlate the administration of the GSLP. 

The State guaranty agency model works. I am pleased to note 
that, one recent review conducted by the U.S. Department of 
Education concluded that the New York State Higher Education 
Services Corporation was fiscally strong, that it used 
sophisticated financial models, and that it employed loan default 
collection techniques which the Department should consider using 
(copy enclosed) . 

As a State agency, we have also worked with the Board of 
Regents, the Governor's office and the Legislature to craft 
legislation designed to better control high default rate schools, 
thus improving students' education and their ability to repay 
student loans (summary enclosed). That legislation, in 
conjunction with the over 230 lender and school reviews we 
conducted last year, has begun to show results. Several high 
default rate schools have closed and the proportion of non-degree 
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vocational school student loans among new loans approved has 
dropped from 28% two years ago to 10.7%. We escpect default 
volume to fall accordingly, as for the first six months of our 
current State fiscal year, defaults are down significantly. 
Additionally, only 16 schools in our State will likely be 
affected by the "35% default rate loan eligibility cut-off" rule 
that is in current federal statute and regulation. 

As a State guarantor agency, we are also comnitted to pro- 
viding aid to students at the lowest cost and with meucimum effi- 
ciency. For example: 



our agency* s student loan insurance premium is only 1%, 
and is lower than 80% of all guaranty agency premiums, 
per a recent survey by the National Council on Higher 
Education Loan Programs (NCHELP); 

we integrate our loan information and processing activ- 
ity with our State grants and scholarships to provide 
$1 billion in loans and over $400 million in State aid 
to our students (with help from the State Student 
Incentive Grant (SSIG) program); and 

over 80% of our loan processing is automated and 
paperless, making us a leader in this area. 



I raise these examples to show you the strength inherent in 
the current Guaranteed Student Loan Program structure. These are 
strengths that will be lost if the Direct Loan Program proposal 
were approved as it would likely force our agency out of the 
student loan program. I*d reconvnend that many of the GSLP 
changes included in your subcommittee's bill be given a chance to 
work, and in doing so, allow them to further strengthen New York 
State's cownitment to a well-run loan program. 

I have to ask if it is indeed rational to scrap a proven 
system of providing student loans with a new concept when that 
concept hasn't been tested and when there is no recent experience 
with it. If the only variable that was changed was the federal 
government serving as a source of funds, one could argue that 
there would be savings* But it is disingenuous to ignore all 
related costs« As noted in the Sallie Mae paper and as acknowl- 
edged by the GAO in releasing its recent report, there are costs 
that must be taken into account to conduct a fair comparison with 
the GSLP. 

The Guaranteed Student Loan Program has provided $114 
billion through over 53 million loans since 1966. And, half of 
that loan dollar volume has occurred in just the last six years. 
It is one of the important components of federal financial aid 
and has worked well to improve postsecondary student access. As 
the head of Hew York State's student loan guaranty agency, I urge 
you and your subcommittee to oppose any efforts to amend the 
subconnittee ' s reauthorization bill to include a Direct Loan 
Program as a replacement for the GSLP. 

Thank you for your support « 
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CnatingAcms to Education 



1991 October 25 



The Honorable Claiborne PcU 
Cbmmittee on Labor and 

Hunian Resources 
United States Senate 
SR-33S Russell Senate Office Building 
Washington, D.C 20510-3901 

Dear Senator Pell: 

After sitting in on Thursday's Subcommittee on Education, Arts, and Humanities mark-up of S, 
1150, the bill to reauthorize the Higher Education Act of 1965, 1 thou:;ht it essential to provide you and 
the other members of the full Committee with a sample of the views of Pennsylvania's postsecondaiy 
institutions on the House proposal to replace the existing Guaranteed Student Loan Programs with a 
program of direct lending. 

Enclosed please find the PennsyWania Association of Student Financial Aid Administrators* 
(PASFAA) recommendations on the House Reauthorization Bill as it relates to direct lending. This group 
represents all PennsyWania postsecondary institution financial aid officers. Also, enclosed are letters from 
Penn State University and Dickinson College. PHEAA has received many such letters from other 
institutions, and the enclosed letters represent their views, 

I would appreciate it if you would keep the position of our schools in mind as you consider any 
amendments dealing with direct loans during the full Committee mark-up of S. 1150 next week. 




Sincerely, 



}iy W; Evans 
Vice President 

Student Loan Guaranty Program 



and Legislative Affairs 



JWE:djb 



Enclosures 

cc: David V, Evans 

Kristinc A. Iverson 



DD3XE91102S.CNa 



Pennsylvania Higher Education Asslstincc Agency 

660 Boas Street • Harrisburg, Pennsylvania 17102-1398 
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PASFAA 



rCNNSYtVANlA ASS0CUT10N OT 
SrUDOfT HNANCIAL AID AOMINISTIUTOM 



PA0rM*i Major X«eou«ndations 
OB tha 

Rouia HaautborisatioB Bill 



redarftl Di ract Loan Pro<ira« 

PASFAA doat not support tha creation and iaplanantation of tha 
Fadaral Diract Loan Progran and tha acconpanying aliaination of tha 
Guaranteed Student Loan Prograas. Although tha Direct Loan program 
is presented as a simplified borrowing process for students, it 
naively dismisses many details which would seriously hamper the 
effectiveness of this program. 

The administrative burden and liability potential placed upon 
schools would not be adequately compensated for by the $20 
allowance per eligible student* Loan origination is an exact and 
serious business* The potential for increased institutional 
liitbility for origination errors is a real concern* The creation 
of a FZ5AP type allocation and reporting system would require 
schools to balance Direct Loan expenditures annually and tie the 
program to a standard award year which is currently not the case 
with the GSL programs* 

Also in question is the Federal Government's ability to rai^e 
sufficient capital to support the tremendous cash flow requirements 
necessary to : arve the Direct Loan Program. Onforeseen shifts in 
government policies can easily redirect federal funds to other 
priorities as was most recently demonstrated by the Persian Gulf 
Conflict. Who can predict what future national crisis or agenda 
will become the focus of government attention and spending while 
other programs (student aid) experience reductions? 

Quaranteail student Laai* Program 

PASPAA would recommend the continuation of the Guaranteed 
Student Loan Programs. These programs have served a tremendous 
number of students in meeting their educational costs over the past 
years and could effectively continue to do so in the future with 
some adjustments to the over-^regulation which has plagued the 
program. 

The enhancements offered by the House Bill in the GSL Programs 
would help to streamline a number of rough areas in the current 
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oMration. Mxxdh options «• th« consolidation of urriod studsnts 
loans, payroll doductions for rapayMnt, and dual notification to 
studants of loan sales would stran9than a nuabor of araas. Wa 
would also raconand incraasing tha torroving lavals In tha 
Stafford and PUUS/SU programs to tha limits proposad in tha 
Padaral Diraot Loan Program* An unsubsidliad Stafford iMn is 
also assantial in maatina tha naads of middla incoma familias who 
faca a raaX funding crisis for highar oduoation* 

Many of the concapts and idaas incorporated into tha proposad 
padaral Diract Loan Program ara itams that schools, landara and 
guaranty ag«ncias hava baan raqpiasting in tha GSL Programs for 
yaars. Such itams as standardiiad reporting formats, common itam 
applications, dafarmants for in-school and hardships only, and 
graduated repayment schedules would all serve to simplify a program 
that has become cumbersome through years of over-regulation, 

Ifs^A Analysis 

The concept of a single need analysis for the Pell Grant 
Program and to calculate the Expected Family Contribution ie an 
excellent idea. Also the criteria for determination of independent 
student status rapresents a needed simplification to the current 
definition* 

Professional judgement should be continued to allow financial 
aid administrators to assist families facing unique circumstances. 
This should include the elimination of the Dislocated WorKer and 
Displaced Homamaker need analysis. In ttis same li9ht, the 
proposed use of academic year income for independent students is 
not supportad. Ag#in, this is a process that can be accommodated 
through professional judgement where appropriate. 

The recommended changes in the treatment of dependant student 
base year income and the elimination of a minimum student 
contribution are excellent proposals. 

pirny^t Wrm^ Fadaral Perm 

over the past several years, major MDE agencies have collected 
information necessary for not only Federal etudent ^J^^ •l"^" 
institutional, state, and private scholarship 

process has in effect created a single application for the Jtudent 
to complete for full consideration of financial aid of fared t irough 
four different sources. 

The House proposal to create a single f rae Federal Fora would 
actually complicate the process for many students by forcing them 
to complete multiple applications where only one is now required. 
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ift'iT/ti inai eaz 



pennStatl: 



9 



Octobir U, 1111 



Tto ItefiortbU MlltNi r. toMltfw 
\ki%%4 sutii ifouH tf Rt^niffiuttvti 
ttti RMkum HMtt Offlct Iwlldlnf 
VaiMngtcfii B.e. lOIII^SIII 

Diir CoAirtliMn 6oo411n|t 

I u wrltlni In rtsponu to your }%XUr of October 1l« 1M1» , 
rtMrdlni ttii DIrict loan Progrtu In TttU IV tf thi H1|ter Mucitloii 
Act RuulhorltatlOi Mil* I •pprtcltta tbi cartful cMtltftrotloo ^ 
^ hm ilm to tMi propoul 9t4 I tgroo ulth your iiioiiMMt of 
tho work Of our AiiliUnt Vtco Proildoni for Studint PIntnctil M$ 
Anni lrltwo1l« 

Moiuio It 1i urly tho rituthorliotloii procoiii ond it thti 
itoflt thoro li no mf to tfoUmlnt tho flAtI Uff olittvo Uniutgo 
for • dirtct loon progna, I fool tho n«o4 to N ipoctftc on Im potnti* 
Mo SUto ciooot lupport any proorui (hot Mv14 crooto o olfUlf Hint 
InitHutlonol Itoblim for tho itudoot loon profroa. Toy oro eorrtet 
In your OiioiMint that «o voull oppoia any diroct loin propw 
that crcataa a^y llablitt/ for dofivltol itudant loini on tno Initltutloni 
that would aMnfator auch a loon prograa* 

In addltloAi Pcnn SUto will not aupport any or09ra« lAloh i^ojld 

Roto a ii^nlflcant throat to tho offoctlvo oparotlon of thojannaytvania 
lohor Cduoitloo AaalaUnco Aooncy {WMh M you %tm$ 
ult a Mjor contribution to tho itwdenta C«»oy<oaUh In 
tho ana of noo^auhildltad loano an4 In auppltMntal and NHlth Cduootlon 
Aialiunco Loant. If a diroct loan prooraa would Inpolr tho ability 
of PHCM to porfor* thoia valuoblo »orvTcoa for our 8tudonto» thoo 
wo would havo to oppoia luch a proposal* Vo coold support o ayatoa 
that pronlsaa to bo ooro afflclont and coat affactUo only If 
loglslatlva languago can bo craftod to avoid tho two concama nottd 
abovo. 

t approclata your wllllnoAOss to ahart your thouohta on thia 
alonlficant Uolalatlva proposal. Although I rotoanfio tho Inhoront 
vafuo Of I divtct loan progran. I would hovt to bo oppoaod to tho 
anacUROnt of this proposal If tho two concomi »>ftt1onad ibovo worn 
to bocovMi 0 roolltyi 



Sincorolyi 
iloib Thonaa 



AAa|»«io»9«Mif^UiNfytw 



IC 17li 



169 



DICKINSON 

C O I-» L E G E OctoDer 7. 1991 



HonoTftblt Wtlhim F. Goodllng 
U.S. Houst of RepresentatWis 
2263 RoyDum Houst Office Building 
Washington, D.C. 20515 



Oe«ri1r.GoodliAg: 

As the Mousa CommUlee on Education and Labor moves toward mark-op of Us bill 
directing the reauthorization of the Higher Education Act of 1965, some very real concerns 
hfive developed as i have been informed of some of the elements of the draft material for 
morlc-up Which has been distributed to the higher education associations in Washington. 
Three areas of change proposed for martc-up have attracted mg attention sufficiently to 
motivate me to register my opinions prior to marlc-up in hope of influencing your 
committee's final thoughts going into the language of the bill. 

in«ntutinnai EU gtbHItu (1?*^ ParticiiiMUoft: Peer review Of all facets 

of an institution's operations as performed by the accrediting associations should remain 
as an important hurdle for Institutions applying for Title IV funds. 1 like the introduction 
of a state licensure office review of institutions which are making initial application or 
which are having problems in the administration of the federal financial aid progran^. 
But, we Should not eliminate the role of the accrediting bodies because, for Institutions 
already participating In Title IV, they perform those regular peer reviews which can be 
much more pervasive than a state licensing office could mount. Also, accrediting 
associations do not require funds for administration to be raked off of the budgets 
designed to aid needy students. 

Thm stydant Ftnanctai Aid ADnMcaHon: 1 anticipate very serious problems to 
surround a stand alone federal application form. The call for simplicity is Justifiable, but 
the proliferation of forms will not simplify the delivery system. For many Dickinson 
students, I foresee the need to file at least three separate application forms - the new 
federal form, the PHEAA grant application and a national financial need analysit document 
like the Financial Aid Form (FAF) to be centrally processed by an organization Ilka the 
College Scholarship Service. This bizarre requirement may develop in other states as well 
If state -specific application data items cannot be imbedded in tN federal form. It seems 
very important to me to maintain a very viable and intense role in the delivery system for 
the membership organizations like ess which not only have the expertise to process 
millions of student applications in a timely manner, but which also form the foundation of 
the financial aid professional community upon which state and federal programs must rely 
for information and advice I'm afraid that many of my colleagues at other Institutions 
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and I would lose confldince on oppllcotlon pro€«ss which did not includt tho export 
services ond dlstillotlon of professional opinion which only membership orgonlzotloni 
such as the College Scholarship Service can provide. 

Thm Diraci studatit Loan Program: I perceive the Single source of funding of the 
proposed federal direct student loen program to be a real danger, ng long experience with 
federal student financial eld programs Is that there 1$ an Initial promise of adequate 
funding for all Qualified eppllconts. Later llmltcid funding requires rationing of scarce 
resources. Then the institutions are seen as a funding source and matching fundi 
requirements ara installed, still letor the percentage of the Instltutlonel metching 
requirement ratchets upwerd. A single source of funding is much more subject to potltlcai 
pressure than the broad base of funding current!y en|oyed by the Stafford Loan Program. 

The U.S. Department of Educetlon does not have a good track record on Its ability to 
administer the day-to-day demands of a large student aid program. The Federally Insured 
Student Loan (FISL), or 'fizzle; es we used to call It, died a slow death. Tho altamate 
disbursement process in the Pell grant program never realized Its potentlel bKOUsa of 
frustrating delays and what the financial eld community perceived to be generel neglect. 

Public lending institutions were drawn Into the student loan arena when we wonted to 
1 iunch a massive program. The higher education community knew full well Its 
shortcomings In the banking business from Its experience with the ortglnel NOSL program, 
tlony years later the Institutions have progressed In the development of banking 
techniques to be able to manage the Pertlns program which Is simple end minuscule 
compared to the Stafford program. Without the lenders and the guarantee agencies like 
PHEAA< a major student loan program will have rough sledding Indeed. 

The foregoing comments are my kneejerk reactions to the first reports of 
reauthorization proposals, l will forward additional comments during the reguler response 
period Let me know If I need to elaborate. 
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Georgia State Universit y 

Offl« erf the PTHidenl ^'^vmity PU« • AlUnU, GeocgU 30303.3083 

9I0CT?7 miU22 

October 22, 1991 



The Honorable Claiborne Pell 
U. S. Senate 
Washington, D. C. 2C510 

Dear Senator Pell: 

Student loan and ff-holarship fundo are of primary interest and 
importance to all of us in higher education as we see costs 
increasing at an unpidcedented rate in spite of our efforts to 
contain them. Without easy access to such funding, many highly 
qualified students no longer can afford a college education. Ana 
you are well aware of our nsed for an educatevi and well prepared 
work force in future years. 

The federal legislation currently being considered 
reauthorizing the Higher Education Act of 1965 contains changes 
which would replace the Perkins Loan Program with a federal Direct 
Loan Program and is of great concern to me and many educators. I 
do not believe that sufficient information has been compiled to 
allow such a nriticai decision to be made at this time. 

My request is that you not support this portion of the 
legislation until further thorough «tudy can be made of the true 
impact this change in the administration of loan funds would have, 
not only on the students but on the colleges and universities who 
in fact would be directed to administer the funds. 

Your interest in and attention to this important matter is 
appreciated* 

Sincerely, 



Sherman R. Day (j 
Acting President 
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Woodbury University 

omCE OF THE PRESIDET^ 



October 24, 199\ 



Th« Honorable Claiborna Pall 

Subcoaaittaa on Education, Arts, and The Humanities 
U.S. Senate 

Washington, D.C. 20510 
Dear Mr. Pell: 

I respectfully urge you to oppose any Bill which would 
eliminate or diminish the Perkins Loan Program or the 
Guaranteed Student liOan Fund. 

The loss of those two very important support programs could 
have a serious negative financial impact on students who 
attea*-^ur school as well as the university itself. 




Paul 
President 

PES/dls 



7S00 GLENOAKS DOULEVARD O. BOX 7846 tBURBANIC CALIPQRNIA 9I5l0.7ft46 • TELEPHONE 818/767-0888 • FAX 818/504-9320 
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Western Iowa Tech Community Cotloge 
SkxixCity, Iowa 



October 39, 1991 

Th« Honorable Claiborne Pall 
U.S. senate 
Washington, 0«c. 20510 

Dew Senator Pells 

As a conoiunity collegs advooate, i vant to voioe my oppoeition to 
Sen. Paul S^non^s **direot loan amentbitnt** to the Reauthorization 
Act. 

As a coBSunity college eaployee, I shudder to think of the burden 
such a rule would place on our Financial Aid office* 

AS a oitlseni I cannot think of a single reason to plunge colleges^ 
universities^ and financial institutions into the chaoe that vould 
be the inevitable result of this move. 

Pleass place this in the record of October 29 *s Direct Loan 
Hearing. Ihank you for the opportunity to exprese my views. 

Sincerely, 




Unda santi 
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Th« Honorable Claiborne Pell 
United States Senate 
336 Senate Ruisell Office Building 
Washington, DC 20510 

Dear Senator Pell! 

While I appreciate Senator Simon's efforts to solve loan 
default proble-s by creating the IDEA Credit. I have generally 
been opposed to any direct lending proposals. 

As one whose school has a 2.7X default rate, I feel that 
the efforts being >ade to reduce defaults in higher percentage 
schools have begun to work, and will continue to do so if the 
Songress integrates "outco-e." into the Reauthorization. On 
the other hand, I have concerns about the i«pact of personal 

iii^tutioial guarantees of Title IV funds J" 
proposal) when most of us, small businesses, just can t provide 
them. Any proposal that a certain number of non-program stu- 
dents be in a school for Title IV enrollments is especially 
restrictive when enrollments are difficult to maintain, and 
denies student access and choice. This provision is further 
complicated as more middle-class students receive aid. 

At first glance, the IRS collection provision seems great. 
However, this removes the responsibility ''•°» 
if all can't be trusted. While I support most "rights laws, 
i do feel that this nation has become too "rights conscious 
and has lost the "responsibility" that goes with a ri«ht. My 
solution to repayment is garnishment, as we have in our state 
lending program. 

Frankly, any program that puts the school in the lender 
position may create new problems when OPP"*'^^"!?^"*^ 
Having a student feel that the school is involved in the lend- 
ing process also seems to put less pressure on the need \° 
reSa?. Improving what we have strikes me as the best solution. 

Thank you for your continued understanding and support of 
the career-school sector of education that has contributed so 
much to the needs of employers as well as graduates. 

Sincerely yours. 



Louis A. Dimasi 
Director 
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COURT REPORTING INSTITUTE OF DALLAS 



VIA FAX 



October 28, 1991 



The Honorable Claiborne Pell 
UNITED STATES SENATE 
335 Senate Russell Office Building 
Washington, D.C. 20510 



Dear Senator Pell: 



I am writing to express my serious concern about Senator Paul 
Simon's proposal to add direct lending to thc^ Senate bill to 
reauthorize the Higher Education Act of 1965. 

In general, I am very pleased with the draft of S. 1150. However, 
Senator Simon's proposal now requires you to evaluate direct 
lending. I believe that the direct lending issue should be 
considered as a pilot program, if at all. 

On the surface, the direct lending proposal has a lot of popular 
appeal. However, It lacks substance; many details have not been 
thought out. As written, the proposal Is complicated and 
confusing. Some of our concerns include the following: 

1. The proposal infers this would be a no-cost program. It docs 
not address: 



The costs to the government of borrowing money to lend. 
The Guaranteed Student Loan program is the only Title IV 
program that depends primoLily on private capital as its 
major source of funding. 

The costs of governnent administration of the program. 

The cost to institutions to administer the program. 

The costs to the federal budget in student loan defaults. 



8585 NORTH SftMMONS FREEWAY. SUITE 200 NOfTTH TDWER 
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0 i, beeinniriE of the phase-in of the program. Iep<ie5? 

education during this period. 

1 ll.^«o thp TRq SB a collection agency would ensure that 
Zi"AcTs vho V not' file inco.e te^ returns will not repay 
their loans. It gives citizens another excuse not to Ule. 

aUhoug^ ^he volume of loana and loan def«ulta have. Default 

?rrbi;^:rf^?t55:! Ihe'l n^?eTrlfV b^^i^A V..^^ 
proviaions'Va! wni go a long way toward improving the programs. 

We strongly urge you to reject Senator Simon's proposal and to 
Jroceed wi?h co^nsideration of the draft bill as presented. Thank 
you. 
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Cotobor 28, 1881 



Unitod Btatod 8«tiata 
123 atMell Bonding 
Vte4hluitoa» IDC 20510 



Daar Senator HftU0t€tt«: , ^ 

Iha Siaon Durmbcrf^r Diraot Lo*n Proposal (8.4400 hu oauood ik»o oo&onrn. I 
9m malting to ahm tow of thooe nith you. 

firot oi tdlf wv groAtort oo&oorn la tbo rtdloal roAiotlon Id subflldlaa for 
tlM mrkifig poor 9Bbd «iddl#-oloM foBdlioa 0Q8(pir«d to tbo current 
Ibo srogTM eUaliat— tha ln--«ohool Intareat subald)^, tbmly roproMnting a 
not dooroAM in aagifltanoo to Biddlft-lnocM atudinta (oubgidiee uador th« 
MondMut aro paid onlsr to borrowaro with low poat-oduoation InixM). 

A loan of Availabla loan oapltal during tlia period of transition ia vary 
llkoly to ocour. Landara are likely to coaaa or rtjtiiot future landing in 
the ffiarantead student loan prograsas onoe thla legislation ia pasaad. It is 
Irraaponaibla to aamaa that lenders and guarantee agtnoles will phase out 
their participation in that program praciaaly in keeping with the 
InpliMBQtation of Direct Loans. 

The use of the federal inooee tax aysten to cx)lleot student loans would 
significantly ooinplicate the inoomo tax prooeaa as well as oreating burdens 
f6r coKpanisB of all ai^es who have to adjust withholding to aoooont for 
attottttts owed on studont loans. I do not believe that this oould be 
aoocaipliahod in an orderly and tiiaely Banner. 

Federal a<hBinistrative ooats for any Direct Loan Prograi are substantial. X 
view this as an extreaely coai>llcated progran and therefore I an hesitant to 
aee that any aanringa oould be achieved without banting our studsnta. 

I have spent the past seventeen years working with studante lAo are repaying 
their student loans. I would find it reprehensible to support a loan prograa 
lAlcb would take mmy the ability of borrowers to save for their am 
dhildrens^ eduoattoop or otbarwise oontribixte to the growth of the eoonowy 
beoause of the life long payMnt plan this atosndteant suggests. 

If I oan provide asaistanoe or additional infoxvatioo to you ooe" your staffs 
please^t m km. 




9. Dotson 
iie 299 3323 



BusliMMOMce 



Concordia Collagd, 901 $outh Blfhdi Stieet Moorhaad, MN WW 
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October 21, 1991 



The Hofwrable P«ul WtiUtone 
Unltad Statti S«nat« 
133 RiitMil Building 
Wwhington, t>C 20S10 




Dtar S«nator Wtltttons! 
of th« commttteo. 
Sincarely youM 




Daitt E. Thornton 
Director of Financial Aid 

Ofnceof Financial Aid 



Concordia CcJIeac, 901 Soulh Eighth Street Moorhe*d, MN 5«62 
(:'I6) 399*3010 



Cn.lrm.n .nd memb.r. of »ha SonMe CommltU. o« U.t.or .nd Hu«.n 



Mr 

Raaourcot: 



, u, th«.K you for th. <sr»'«ri\h/flna"r<fl^^^^^^^ 
x» .r-!--- - 

A. . r.vl.w th.. propo.... It b.co«^^^^^^^^^^^^ 
benefldiflti. Th. curr«nt Cuar«t«d stuc^^ 

r-cl"^- S,\n'rr l"Vg.rn :n*d\ff nil t,«...y .n 

dUburaal* 

Th. .0.0 ..«p..ne. *;^PX'i4°-^'"^t^id.-'i%n?r*^^^^^ 
oont.cl with th. ichool. tMn ^j,. proc... of r.p.vment l» 

£rr..r.r. rrt.:??o:vKr; to d.-^.tH on. .nt.tv. 

O h.r. th. .tud.nt ..y not b. the ^^^-^^^Vo'.^^^^ 

,h. «lddl.-lncome borrower vjho. .tuVnt'^U ellibi? for . P." Grant 

lnt«rMt »ub«.dy whl.e In tctW^. Jrieftt. H.v. proj.cttons bwn don. o 
and «)n..qM.ntly <lo.» not ' the rSp.yin.ot .nd of th. cycl.t if 

r rn%r. Sn.m"o S ^t^f^tcZ'^orroVr. w. n..d to odl«.t th. 
proposal to anaure benefits to all. 
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Admlnlttrtttively from a school perspective, 1 ft«l that students wHI be better 
served since the administrative burden of the schooi wiit be iess* Having one 
procedure with one set of forms is to me far superior to dealing with a 
multiplicity of forms, lenders, guarantors^ computer products, and servicers* 
The IDEA loan proposal lends Itself well to computerisation* 

Another area that la a atrong selling point of this proposal is the empheela on 

early Intervention funding. Anything thet can be done to encourage students 
to persist with their secondary education and pursue post-secondary 
education is to bA applauded. 1 might suggest further that the commitment 
be Increased so as to insure greater reellzatlon of aciidemlc potential* 

Lest I be accused of being overly positive about all aspects of this proposal, 
I must take Issue with a couple of arees* First, 1 em not certain that merit 
awards are the best expenditure of public funds* i have observed that 
schools and private enterprise do a pretty good |ob of rewerding excellence* 
Why not depend on them to continue doing so and redirect fsderal funds to 
those students who are most In need or to reduce the grent/toen imbalence or 
to Increase early awareness protects? 

Secondly, I vlow with a bit of skepticism the stat^iment thet sevlngs of $2*7 
blilton from the elimination of current Stafford and SLS programs will enable 
ell thet is proposed* Do the pro|ect|ons Include costs to the IRS for their 
collection efforts? Or, the costs of writing-off ioens that cannot be repaid 
within the ellotted time due to either underemployment or death/disability? 
Somehow projections ere not always correct and 1 would hate to have students 
suffer the consequences of inaccurate projections. 

I also think we need to do more to encourage perents to assume Increased 
responsIblMiy for ediicetlonal expenses* Perhaps a more attractive Interest 
rate fbr the PLUS program would do more to encourage parentel participation 
thi'M merely Informing them of PLUS evell^tllty. Parents are possibly better 
suited for repayment afUr the student completes his/her course of study than 
Is the student who Is just beginning a career and/or family obligations. 
Further, Ux benefits to femllles thet encourage savings and provide 
deductbns for tuition paid could encourage parents to do more. 

And finally, 1 am concerned thet the negative reactions that always accompany 
new proposals will effectively kill this proposal. Certainly we need to 
question but from the perspective of neking a good proposal better* Here we 
have a proposal that has the potential of responding to requests for a simpler 
system with e common loan appllcetlon formet* 

In conclusion, this Reeuthorlcatlon of the Higher Education Act presents us 
with an opportunity to Improve upon the utudent eld programs. The Slmon- 
Ourenberger proposal le the beginning of whet I hope will be a process that 
will provide more educational opportunity for students* But, Is It possible to 
do all that must be done for students without an Increase In evalleble 
funding? If not, 1 em hopeful that those responsible fbr legislation will see 
the wisdom of Increasing the faHeral commitment to students. 
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STATEMENT BT 
SENATOR DANIBIi K. AKAKA 
UNITED STATES SENATE 

OCTOBER 29, 1991 

PINANCIAIi AID FOR ALL STUDENTS ACT OF 19'Jl 

BEFORE THE SENATE LABOR S HUMAN RESOURCES 
SUBCOMMITTEE ON EDUCATION, ARTS, fi HUMANITIES 

Mr. Chairman, I appreciate the opportunity to share my 
thouahts on and support for the concept of the Income 
DeSent Education Assistance (IDEA) credit Pf og^^""' ^ J". „ 
DlMsed that the Subcommittee is taking an active interest in 
this new approach towards providing student financial aid 
assistance. 

As you know, I introduced in the Senate the first 
income dependent student loan bill. S. 1414, the Income 
SSJendeMucational Assistance Loan ^ct (IDEAL), was offered 
to address rising concerns about the availability o« aiajo 
financially needy students attending post-secondary colleges, 
universities, trade and technical schools. 

IDEAL was intended to resolve two major concerns facing 
Dost-secondary students today. The first is that far, far 
t^nmanv talented and qualified students from low-income 
famine? «e beiSg fSr^Sd to abandon or indefinitely postpone 
their college aspirations because grants and loans 
uSvSilable or insufficient to meet their educational needs. 
The second pressing concern is the massive amount of debt 
middll-incoSe families and their children are incurring in 
their efforts to obtain a quality post-secondary education. 

Mr. Chairman, I am confident that an income dependent 
student loan program will help to ^i^f^^^^e both of these 
uraent concerns. As a matter of public oolicy, it is 
SSIwtive that we provide all individuals the opportunity to 
pJSue higher education. If we are to successfully compete in 
?hiS new world market, our citizens must be brighter and more 
innovative than those against whom they are competing. 

The attractiveness of the income dependent loan concept 
is its novel and common-sense approach to « 
education. Under the current system, ^oune axe "P^^J on a 
standard basis, usually over a ten-year period, "owever, we 
Jn kSSw that graduated entering the job J-'^'^et are oftentimes 
Snable to affoid these high loan repayments. Studies and 
!C?veJs show that an individual's earning power increases in 
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Senator Daniel K« Akaka 
October 23, 1991 
Page 2 



proportion to experience and age. It is only logical, 
therefore, to base loan payments on income capability. 

It is for these reasons that I enthusiastically support 
the efforts of Senators Simon, Durenberger, Bradley, and 
others to dramatically restructure the student financial aid 
program of the Higher Education Act. However, fiscal 
realities often temper our proposals, and the income dependent 
student loan program is no exception. Before we proceed with 
such a sweeping initiative, it is essential that we first 
implement a demonstration project, so that we may assess the 
effects of this revolutionary program change. 

My IDEAL bill, S. 1414, addressed this concern by 
authorizing the Secretary of Education to carry out an Income 
dependent student loan demonstration program in ten 
congressional districts. This is not a hard and fast number, 
and we could even institute pilot programs in each state « 
However, the fact remains that, as with any new initiative, it 
is important that we identify the problems under manageable 
conditions, and work out the bugs before we implement this 
vast program on a national scale. 

Mr. Chairman, let me reiterate my support for an 
IDEAL "IDEA" whose time has finally come. Based on the need 
before us, I am absolutely convinced that we should proceed to 
incorporate an income dependent student loan program In the 
reauthorization of the Higher Education Act. 

Thank you, Mr. Chairman. 
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Senator Simon. I have no further questions. 

Mr. Chairman, let me just say I appreciate your patience in a 
hearing that got imposed on you, I'm afraid, and I also appreciate 
my colleague Senator Durenberger, who has been very helpful on 

Senator Pell. I thank you very much. This is an idea that's not a 
brand new idea, but it is an idea that is being studied and should 
be studied more. I like perhaps the idea of a demonstration pr^ 
gram to see how it would actually work, but I have an open mind 
on it, and as we go into the markup tomorrow and through the 
months and years to come, nothing is ever final, particularly m 
this body, so as we move ahead on the basic bill, we can still have 
an open door to seeing how the proposal of Senators Simon and 
Durenberger might work. . 

Senator Durenberger. Thank you, Mr. Chairman. 

Senator Pell. I want to thank the witnesses for coming, and out 
of mercy to them and all our faithful stalwarts here, I will not ask 
any questions and will recess the committee. 

[Whereupon, at 6:50 p.m., the committee was adjourned.] 

O 



